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1 INTRODUCTION

2

3 I

4

5

Please state your name, occupation, and business address.

My name is William A. Rigsby. am a Public Utilities Analyst V employed

by the Residential Utility Consumer Office ("RUCO") located at 1110 W.

Washington, Suite 220, Phoenix, Arizona 85007.

6

7 Please state the purpose of your surrebuttal testimony.

8 The purpose of my testimony is to comment on the proposed agreement

Q between Arizona-American Water Company, Inc.'s ("AAWC" or

10

11

12

13

"Company") rebuttal testimony on RUCO's recommended rate of return on

invested capital (which includes RUCO's recommended capital structure,

cost of long-term debt and cost of common equity) for the two water

districts and three wastewater districts that AAWC is seeking rate

14 increases for in this proceeding.

15

16

17

18

Have you filed any prior testimony in this case on behalf of RUCO?

Yes, on March 8, 2010, I filed direct testimony with the Commission on the

cost of capital issues in this case. I also filed, under separate cover, direct

19 testimony on AAWC's request for  an infrastructure improvement

20 surcharge.

21

22

23

A.

A.

Q.

Q.

A.

Q.

1
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1

2

Are you also filing surrebuttal testimony on the infrastructure improvement

surcharge that the Company is requesting in this case?

3 Yes. I have also filed a separate piece of surrebuttal testimony on the

4 infrastructure improvement surcharge issue.

5

6

7

How is your surrebuttal testimony on cost of capital organized?

My surrebuttal testimony contains five parts: the introduction that I have

8

9

10

just presented, a summary of AAWC's rebuttal testimony, a section on

capital structure, a section on the cost of debt, and, a section on the cost

of equity capital.

11

12 SUMMARY OF AAWC's REBUTTAL TESTIMONY

13

14

15

Have you reviewed AAWC'S rebuttal testimony?

Yes. I have reviewed the rebuttal testimony of Company witnesses,

Thomas M. Broderick and Dr. Bente Villadsen, filed on March 22, 2009,

16 which address the cost of capital issues in this case.

17

18 Please summarize the Company's rebuttal testimony.

19 Mr. Broderic:k's rebuttal testimony states that AAWC has accepted ACC

20

21

Staff's recommended 7.2 percent weighted average cost of capital

including ACC Staffs recommended capital structure, cost of short-term

22

23

and long-term debt, and cost of common equity. In light of the fact that

AAWC has abandoned her cost of capital recommendations, Dr. Villadsen

Q.

A.

A.

Q.

A.

Q.

A.

Q.

2
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1 devotes her entire rebuttal testimony to my recommended cost of common

2

3

4

equity. She states why she believes my recommended 9.50 percent cost

of common equity is not reasonable and makes adjustments to the models

that l have used in my cost of equity analysis.

5

6 CAPITAL STRUCTURE

7 Please compare the capital structure recommendations of ACC Staff and

8 RUCO.

9 A comparison of ACC Staff and RUCO's capital structures are as follows:

10

11 ACC Staff

12 61.14%

13

Short 8< Long-Term Debt

Common Equity 38.86%

14

15 RUCO

16 Short-Term Debt 13.29%

17 Long-Term Debt 47.56%

18 Common Equity 39.15%

19

20

21

22

23

As can be seen above there is very little difference between the capital

structures being recommended by Acc Staff witness Juan C. Manrique

and myself. Mr. Manrique's capital structure contains slightly less debt

than the capital structure that l am recommending.

A.

Q.

3
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1 COST OF DEBT

2

3

4

Have you made any changes to your recommended costs of short-tem

and long-term debt?

No, I have not.

5

6

7

Please compare the costs of long-term debt being recommended by ACC

Staff and RUCO for AAWC.

8 ACC Staff and RUCO are recommending the following:

9

10 ACC Staff

11 Short 8< Long-Term Debt 4.91 %

12

13 RUCO

14 Short-Term Debt 3.91%

15 Long-Term Debt 5.47%

16

17 What is the difference between ACC Staff's recommended cost of debt

18 and RUCO's recommended cost of debt?

19

20

As can be seen above ACC Staff's Mr. Manrique has elected to combine

his recommended costs of short-term and long-term debt into a single

21 weighted cost of debt of 4.91 percent.

22

A.

A.

Q.

Q.

A.

Q.

4
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1

2

What would the weighted cost of RUCO's recommended costs of short-

term and long-term be if you took the same approach as Mr. Manrique

3 has?

4

5

6

RUCO's weighted cost of debt would be 5.02 percent, or eleven basis

points higher than ACC Staff's weighted cost of debt, and would produce

the same weighted average cost of capital that am recommending in thisI

7 case.

8

9 COST OF EQUITY CAPITAL

10

11

Have you made any changes to the 9.50 percent cost of common equity

that you recommended in your direct testimony?

12 No.

13

14

15

What costs of equity capital are ACC Staff and RUCO recommending?

The costs of common equity presently being recommended by ACC Staff

16 and RUCO are as follows:

17

18 ACC Staff 10.7o%

19 RUCO 9.50%

20

21 Presently there is a 120 basis point difference between our respective

22 recommended costs of common equity.

23

A.

A.

A.

Q.

Q.

Q.

5
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1 What are the weighted average costs of capital ("WACC") presently being

2 recommended by ACC Staff and RUCO?

3 The WACC presently being recommended by ACC Staff and RUCO are

4 as follows:

5

6 ACC Staff 7.20%

7 RUCO 6.77%

8

9 As can be seen above, there is a 43 basis point difference between Mr.

10 Manrique's recommended WACC and my recommended WACC.

11

12 Has there been any recent activity in regard to interest rates?

13 Yes. On March 16, 2010, the Federal Reserve decided not to increase or

14 decrease the federal funds rate and kept it between zero and 0.25

15 percent. According to the minutes to the Federal  Open Market

16 Committee's meeting, the Fed affirmed its plan to keep interest rates

17 "exceptionally \ow" for a long time as evidenced in this excerpt:

18
19
20
21
22
23
24
25
26
27
28
29
30
31

The Committee will maintain the target range for the federal
funds rate at 0 to % percent and continues to anticipate that
economic conditions, including low rates of resource utilization,
subdued inflation trends, and stable inflation expectations, are
likely to warrant exceptionally low levels of the federal funds rate
for an extended period. To provide support to mortgage lending
and housing markets and to improve overall conditions in private
credit markets, the Federal Reserve has been purchasing $1 .25
trillion of agency mortgage backed securities and about $175
billion of agency debt; those purchases are nearing completion,
and the remaining transactions will be executed by the end of
this month. The Committee will continue to monitor the economic
outlook and financial developments and will employ its policy

A.

Q.

A.

Q.

6
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1
2

3

tools as necessary to promote economic recovery and price
. . 1

stability.

4 The next FOMC meeting is scheduled for April 27, 2010.

5

6

7

Please address Dr. Villadsen's argument that your recommended 9.50

percent cost of common equity is too low to attract investors during a

8 period of turbulence in the financial markets.

9 I would say that my 9.50 percent return on common equity for AAWC

10

11

12

looks very attractive to investors considering the fact that, as of January

22, 2010, Value Line's analysts are projecting a long-term (i.e. the 2012-

2014 time frame) 8.00 percent return on book common equity for the

13 Value Line's long-term return on

14

15 E

16

17

water util ity industry as a whole.

common equity for American Water Works, the parent company of AAWC,

is 6.00 percent (Attachment of my direct testimony). My recommended

9.50 percent cost of common equity is 350 basis points higher than Value

line's long-term projection for the Company's parent.

18

19

20

21

22

23

How do you respond to Dr. Villadsen's position that investors are more

wary of water company stocks, which have been traditionally viewed as

safe investments, during periods of financial uncertainty?

My response is that the investment community doesn't seem to view

AAWC's parent in that light. As can be seen in Attachment A of my

1 Minutes of the Federal Open Market Committee meeting held on March 16, 2010
http://www.federalreserve.gov/m onetarypolicy/files/fomcminutes20100316.pdf

Q.

A.

Q.

A.

7
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1

2

3

4

5

6

testimony, American Water Work's stock price has experienced a definite

upward trend over the past year. AAWC's parent company increased in

value from $17.33 per share on April 23, 2009, to 21 .48 per share on April

13, 2010 which is higher than Aqua America's price per share of $17.97.

If anything, there clearly appears to be a demand for American Water

Works shares despite the recent economic climate.

7

8

9

10

11

What is your opinion of Dr. Villadsen's argument that water utilities are

riskier despite the fact that their betas are falling?

Dr. Villadsen has testified in prior cases that water utility stocks were

riskier as evidenced by the fact that their betas, which measure a

12 security's risk in relation to the market as a whole, were increasing. l fail

13 to see how water utilities are riskier now, given the fact that their betas are

14 falling, because lower betas indicate lower risk in relation to the market as

a whole.15

16

17 Please address Dr. Villadsen's criticism that your DCF estimates of

18 external growth are also biased downward.

19 Dr. Viiladsen has taken issue with my calculation of "v" for the external

20 growth rate estimate portion of the DCF's growth component. This

21 calculation takes into consideration the fact that, while in theory a utility's

22 stock price should move toward a market to book ratio of 1.0 if regulators

23 authorize a rate of return that is equal to a utility's cost of capital, in reality

Q.

A.

Q.

A.

8
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1 a utility will continue to issue shares of stock that are priced above book

2 value.

3

4

5

6

7

8

9

10

As pointed out by Dr. Villadsen, I explained in my direct testimony that this

same assumption was incorporated into the DCF analysis performed by

Mr. Stephen Hill, ACC Staff's cost of cost of capital witness, in a prior

Southwest Gas rate case proceeding.2 Mr. Hill used the same methods

that I have used in arriving at the inputs for his DCF model. His final

recommendation for Southwest Gas Corporation, which was adopted by

the Commission, was largely based on the results of his DCF analysis,

which incorporated the same valid market-to-book ratio assumption that l

11 have used consistently in cases before the Commission.

12

to

14

15

16

Please explain why a utility's stock will tend to move toward book value, or

a market-to-book ratio of 1.0, if regulators allow a rate of return that is

equal to the cost of capital of firms with similar risk.

As I stated in my direct testimony, the market value of a utility's stock will

tend to move toward book value, or a market-to-book ratio of 1.0, if17

18

19

20

regulators allow a rate of return that is equal to the cost of capital of firms

with similar risk. This premise is recognized among practitioners who

have testified in cost of capital proceedings.

2 Docket No. G-01551A-04~0876

3 Carleton, Willard T. and Morin, Roger A.

Q.

A.

9
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1

2

3

4

5

6 I

7

8

9

10

11

12

13

14

15

Despite Dr. Villadsen's criticism of my DCF methodology in her rebuttal

testimony, I believe that a utility's market price should equal its book price

over the long run if regulators allow a rate of return that is equal to the

utility's cost of capital. That is assuming that the utility's rate of return

("ROR") is comparable to the rates of return of other firms in the same risk

class. believe that a better explanation of this concept is one that l have

used in the past and assumes that if a hypothetical utility's book price is

$20.00 per share and regulators adopt a rate of return that is equal to the

utility's cost of capital of 10.00 percent, the utility will earn $2.00 per share

("EPS"). With earnings of $2.00 per share, and a market required rate of

return on equity of 10.00 percent, for firms in the utility's risk class, the

market price of the utility's stock will set at $20.00 per share ($2.00 EPS -:

10.00% ROR = $20.00 per share price). If the utility records earnings that

are higher than the earnings of other firms with similar risk, the market

value of the utility's shares will increase accordingly ($2.50 EPS + 10.00%

16 ROR $25.00 per share). On the other hand, if the utility posts lower

17

18

19

20

21

22

23

earnings, the stock's market price will fall below book value ($1.50 EPS -:

10.00% ROR : $15.00 per share).

Because of economic forces beyond the control of regulators, it is not

reasonable to assume that the utility will have earnings that match those

of firms of similar risk in every year of operation. in some years, earnings

may drop causing the market-to-book ratio to fall below 1.0, while in other

years the utility may have earnings that exceed those of other firms in its

10
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1

2

risk classification. However, over the long run the utility's earnings should

average out to the earnings that are expected based on its level of risk.

3 These average earnings over time will result in a market-to-book ratio of

4 1.0. A 1.0 ratio may never be achieved in practice and many investors

5

6

may not even care what the market-to-book ratio is as long as they

receive their required rate of return .

7

8 Are there any other reasons why your market-to-book ratio calculation that

9 is valid?

10

11

12

13

14

15

Yes. Each of the other utilities included in my sample, are engaged in

unregulated activities to some degree. Because it is difficult to obtain a

sample comprised only of "pure play" utilities, the calculation that l have

employed in my DCF model helps to eliminate the impact that those

unregulated operating segments would have on the market-to-book ratio

of the utilities included in my sample.

16

17 Please respond to Dr. Vil!adsen's argument that your overall CAPM

18

19

results are below the current yields on Baa/BBB debt instruments.

l am not recommending that the Commission adopt my CAPM results. I

20

21

am recommending a cost of common equity of 9.50 percent which is 315

to 359 basis points over the most recent yields of 6.35 percent to 5.91

22 and A-rated utility bonds respectively

23

percent for Baa/BBB-rated

(Attachment B).

Q.

A.

Q.

A.

11
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1 Is Dr. Villadsen correct in her assertion that you did not use the

2 appropriate proxy for a risk-free rate in your CAPM model?

3 No. Despite Dr. VilIadsen's assertion, I have used an appropriate

4 Treasury instrument to calculate the risk premium in my CAPM model for

5 regulatory Purposes. As I have stated in my direct testimony, the life of a

6 5-year treasury instrument closely matches the three to five year time

7 frame in which utilities, such as AAWC, apply for rates.

8

9 Please address Dr. ViHadsen's argument regarding your reliance on

10 geometric means in your CAPM analyses.

11 As l stated in my direct testimony there is an on-going debate over which

12 is the better average to rely on. However, it is important to recognize that

13 the information on both means, published by Morningstar, is widely

14 available to the investment community. For this reason alone I believe

15 that the use of both means in a CAPM analysis is appropriate.

16

17 Has the Commission authorized rates of return that were derived through

18 the use of both arithmetic and geometric means in prior decisions?

19 Yes, a case that specifically comes to mind involved UNS Gas Inc., in

20 which Decision No. 70011, dated November 27, 2007, stated the

21 following:

22
23
24
25

"We agree with the Staff and RUCO witnesses that it is appropriate
to consider the geometric returns in calculating a comparable
company CAPM because to do otherwise would fai l  to give

Q.

A.

Q.

A.

Q.

A.

12
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1
2
3

recognition to the fact that many investors have access to such
information for purposes of making investment decisions."

4 In the UNS Gas, Inc. case, the ACC Staff witness was Mr. David C.

5 Purcell who, as I do, consistently relies on both arithmetic and geometric

6 means in our CAPM analyses. Also, when he testified in the Arizona

7 Water case, Mr. Purcell, Staff's expert, acknowledged that he uses both

8 geometric and arithmetic means in his testimony and did so in this case.4

9 Mr. Purcell further testified that Value Line calculates both historic and

10 prospective growth rates on a geometric or compound growth rate basis.5

11 He further testified that because investors, the Securities 84 Exchange

12 Commission and this Commission use arithmetic and geometric means,

13 analysts developing cost of capital should too.6

14

15 Please respond further to Dr. Villadsen's criticism of your reliance on

16 geometric means in the CAPM model.

17 The best argument in favor of the geometric mean is that it provides a

18 truer picture of the effects of compounding on the value of an investment

19 when return variability exists. This is particularly relevant in the case of

20 the return on the stock market, which has had its share of ups and downs

21 over the 1926 to 2008 observation period used in my CAPM analysis.

22

4 T: 13.5-46
54 .

6 ld.

Q.

A.

13
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1

2

3

4

5

6

7

8

Can you provide an example to illustrate the differences between the two

averages?

Yes. The following example may help. Suppose you invest $100 and

realize a 20.0 percent return over the course of a year. So at the end of

year 1, your original $100 investment is now worth $120. Now let's say

that over the course of a second year you are not as fortunate and the

value of your investment falls by 20.0 percent. As a result of this, the

$120 value of your original $100 investment falls to $96. An arithmetic

9

10

mean of the return on your investment over the two-year period is zero

percent calculated as follows:

11

12

13

14

( year 1 return + year 2 return ) + number of periods

( 20.0% + -20.0% ) + 2 :

( 0.0% ) + 2 = 0.0°

15

16

17

The arithmetic mean calculated above would lead you to believe that you

didn't gain or lose anything over the two-year investment period and that

18 your original $100 investment is still worth $100. But in reality, your

19

20

original $100 investment is only worth $96. A geometric mean on the

other hand calculates a compound return of negative 2.02 percent as

21 follows:

22

23
. . . 1 b f . d(  year 2 v alue -- orlglnaI value ) Unum era reno s - 1

Q.

A.

14
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1 1

2

( $96 + $100 WE

( 0.96 )*'2 1

3 (0.9798 )- 1

4 -0.0202 -2.02%

5

6

7

The geometric mean calculation illustrated above provides a truer picture

of what happened to your original $100 over the two-year investment

8

9

10

11

12

period.

As can be seen in the preceding example, in a situation where return

variability exists, a geometric mean will always be lower than an arithmetic

mean, which probably explains why utility consultants typically put up a

strenuous argument against the use of a geometric mean.

13

14

15

Can you cite any other evidence that supports your use of both a

geometric and an arithmetic mean?

Yes. In the third edition of their book, Valuation: Measuring and Manadinq16

17

18

19

the Value of Companies, authors Tom Copeland, Tim Koller and Jack

Murrin ("CKM") make the point that, while the arithmetic mean has been

regarded as being more forward-looking in determining market risk

20

21

premiums, a true market risk premium may lie somewhere between the

arithmetic aha geometric averages published in Morningstar's SBBI

22 yearbook.

23

Q.

A.

15
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1 Please explain.

2 In order to believe that the results produced by the arithmetic mean are

3 appropriate, you have to believe that each return possibility included in the

4 calculation is an independent draw. However, research conducted by

5

6

7

8

9

CKM demonstrates that year-to-year returns are not independent and are

actually auto correlated (i.e. a relationship that exists between two or more

returns, such that when one return changes, the other, or others, also

change), meaning that the arithmetic mean has less credence. CKM also

explains two other factors that would make the Morningstar arithmetic

10 mean too high. The first factor deals with the holding period. The

11

12

13

14

15

16

17

arithmetic mean depends on the length of the holding period and there is

no "law" that says that holding periods of one year are the "correct"

measure. When longer periods (e.g. 2 years, 3 years etc.) are observed,

the arithmetic mean drops about 100 basis points. The second factor

deals with a situation known as survivor bias. According to CKM, this is a

well-documented problem with the Morningstar historical return series in

that it only measures the returns of successful firms. That is, those firms

18 that are listed on stock exchanges. The Morningstar historical return

19 series does not measure the failures, of which there are many. Therefore,

20 the return expectations in the future are likely to be lower than the

21 Morningstar historical averages. After conducting their analysis, CKM

22 conclude that 4.0 percent to 5.5 percent is a reasonable forward-looking

23 market risk premium. Adding my 2.43 percent risk free yield on a 5-year

Q.

A.

16
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1

2

3

4

Treasury instrument to these two estimates indicates a cost of equity of

6.43 percent to 7.93 percent. My recommended cost of equity of 9.50

percent falls above. Given the fact that utilities generally exhibit less risk

than industrials, a return in the low end of this range could be considered

5

6

reasonable. My recommended cost of common equity of 9.50 percent is

305 basis points higher the low end of the range.

7

8

9

Does your silence on any of the issues or positions addressed in the

rebuttal testimony of Mr. Broderick, Dr. Villadsen or any of the Company's

10 other witnesses constitute acceptance?

11 No, it does not.

12

13 Does this conclude your surrebuttal testimony?

14 Yes, it does.

Q.

A.

Q.

A.

17
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American Water Works Company, Inc. is a water and
wastewater utility company. The Company provides
approximately 16 million people with drinking water,
wastewater and other water-related services in 35 states
and two Canadian provinces. It operates in two segments:
Regulated Businesses and Non-Regulated Businesses
segments. During the year ended December 31, 2009, the
Company's Regulated Businesses accounted for 90.4% of
its total operating revenue. During 2009, its Non-Regulated
Businesses accounted for 10.6% of the Company's total
operating revenue. In December 2009, the Company
acquired Environmental Management Corporation (EMC).
During 2009, the Company closed on seven acquisitions
(six regulated water and wastewater systems, and one in its
non-regulated segment).
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N IULY 31, 2009, the Bureau of Economic Analy-
sis (BEA) released the initial results from the l 3"'

comprehensive revision of the national income and
product accounts (NIP As), beginning with revised es-
timates for 1929; the results of the last comprehensive
revision were released in December 2003.

In many important respects, the picture of the econ-
omy shown by the revised estimates is similar to the
picture shown by the previously published estimates.
The similarities and some of the differences in detail
can be seen in the following:
:The long-run growth rates of real gross domestic

product (GDP) are similar to those in the previ-
ously published estimates. For 1929-2008, the aver-
age annual growth rate of real GDP is 3.4 percent,
0.1 percentage point higher than in the previously
published estimates. For the more recent period,
1997-2008, the growth rate is 2.8 percent, also 0.1
percentage point higher than in the previously pub-
lished estimates (table 1).

EThe current recession is steeper than previously esti-
mated. From the fourth quarter of 2007 to the first
quarter of 2009, real GDP decreases 2.8 percent at
an average annual rate; in the previously published
estimates, it had decreased 1.8 percent.

EThe revised estimate of real GDP for 2008 increases
0.4 percent; the previously published estimate of
real GDP had increased 1.1 percent.

EThe average rate of change in the prices paid by U.S.
residents for 1997-2008 is the same as in the previ-
ously published estimates (2.4 percent).

¢Upward revisions to disposable personal income
(DPI) beginning with 1994 are larger than upward
revisi.ons to personal outlays, resulting in upward
revisions to personal saving and to the personal sav-
ing rate (personal saving as a percentage of DPI)
(table 2).
The revised estimates incorporate a number of

changes in classifications and definitions as well as
statistical improvements that are designed to better
measure the ever-changing U.S. economy. These im-
provements were previewed in a series of articles in
the SURVEY OF CL RIULNI BUSINESS

By Eugene P Siskin and Shelly Smith

September 2009

Results of the 2009 Comprehensive Revision

Improved Estimates of the National Income and Product Acccaunts
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Table 1. Real Gross Domestic Product
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AlyssaE. Holdren contributed to this article.
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EXHIBIT
Sun City Well No. 5.1 As Percent of Total Plant in Service
For AAWC Districts Inlcuded in the Current Rate Case

Am aunt Item

A

Description
Gross Utility Plant in Service
Water Districts in the Current AAWC Case
Wastewater Districts in the Current AAWC Case
Combined Gross Utility Plant in Service

$
$
s

149,301,020
191,762,219
341,063,239 B

AAWC Proposed Post-Test Year Additions
to Plant - Well 5.1 - Sun City Water $ 1,587,149 C

Percent of Combined Water Plant 1.06% C/A

Percent of Combined Water and Sewer Plant 0.47% C/B

Notes and Source
AAWC Filing, Schedule B- 1



2004 2005 2006 2007 2008

$146,893 $317,798 $1,013,141 $903,222 $1134,561

2004 2005 2006 2007 2008

$73,823 $63,196 $74,032 $62,603 $75,723

RUCO Cross Examination Exhibit
Page 1 of 9

EXHIBIT
COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A~09-0343, SW-01303A-09-0343

Response provided by:
Title:

Thomas M. Broderick
Director, Rates & Regulation

Address: 2355 w. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-60

AzAWC pension and OPEB expense.

a. Provide the amount of actual expense A2AWC recorded for pensions
each year from 2004 through 2009.

b. Provide the amount of actual expense AZAWC recorded for OPEBs
each year from 2004 through 2009.

c. Provide the amount of actual AWWSC charges to ALAWC for OPEBs
each year from 2004 through 2009.

d. Has any examination ever been conducted regarding whether and how
AzAWC's funding for pensions and OPEBs has minimized costs? If not,
explain fully why not. if so, please identify how this was done, and
provide a copy of all Documents.

Has AzAWC ever examined converting its defined benefit pension plan
to some other type of retirement benefit in order to help control costs? If
not, explain fully why not. If so, please identify how this was done, and
provide a copy of all Documents.

a. Pension

e.

b. OPEBs



Component 2007 2008 2009

AZ Pension Expense $ 877,162 $ 1,734,561 $ 2,090,000

Total AW Postretirement Cost $38,968,697 $39,625,996 $81,116,478

Discount Rate Assumption 5.90% 627% 6.12%

Return on Assets 8.00% 7.90% 7.90%

Salary and Wage Increase 4.25% 4.25% 4.00%

E I RUCO Cross Examination Exhibit
Page 2 of 9

COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09_0343, SW-01303A~09-0343

Response provided by:
Title:

Sheryl L. Hubbard
Manager, Rates & Regulation

Add Tess : 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-128

1 1

Please provide a detailed comparison of the actuarial assumptions used in
determining the Company's Pensions expense for 2007, 2008 and projected in
2009 in the Company's filing. This should include a comparison of the discount rate
assumption, long-term rate of return assumption, and salary and wage increase
projections incorporated in the actuarial calculations.



r RUCO Cross Examination Exhibit
Page 3 of 9

COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

I

Response provided by:
Title:

Sheryl L. Hubbard
Manager, Rates 81 Regulation

1

Add Tess : 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-129

Q: Provide a breakdown of the 2007, 2008 and 2009 Pensions expense, showing
each component of the calculated expense separately.
Please provide a copy of the 2006, 2007, 2008 and 2009 actuarial studies for
Pensions.

The breakdown of the 2007, 2008, and 2009 Pensions expense is attached and
labeled "RUCO 2-129 Pension Expense 2007-200Q.pdf"

Copies of the actuarial studies for 2006, 2007, 2008 and 2009 are attached as
"RUCO 2-129 AW Pension Plan Report (FY 12-31-06).pdf", "RUCO 2-129 AW
Pension Plan Report (FY 12-31-07).pdf", "RUCO 2-129 AW Pension Plan Report
(FY 12-31-08).pdf", and "RUCO 2-52 AW Pension Plan Report (FY 12-31-09).Pdf".

I
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I RUCO Cross Examination Exhibit
Page 4 of 9

SI-4

Pension Cost
r

Fiscal 20D7(1) Fislc§I 2006

Pension Cost

$ 25,214,558

51,613,587

(47,052,194)

$ 21,951 ,921

43,630,659

(37,881,728)

Service cost

Interest cost

Expected return on assets

Amortization:

> Transition obligation (asset)

> Prior service cost (credit)

> Net loss (gain)

Pension cost

Percent of covered paylzl

Per active participants $

0

637,931

8,554,815

$ 38,968,697

13.5%

7,700 $

0

556,199

12,070,909

$ 40,327,960

16.7%

8,838

Change in Pension Cost

$ 40,327,960Pension cost for fiscal 2006

Change from fiscal 2006 to fiscal 2007:

> Expected based on prior valuation

> Loss gain) from no investment
experience

> Loss (gain) from asset experience

> Assumption changes

> Merger of Elizabethtown

> Plan amendments

Pension cost for fiscal 2007

(3,311,116)

2,363,761
(2,251 ,203)
(1 ,811 ,472)
3,650,767

0

$ 38,968,697

(1) All values reflect the merger of Elizabethtown Water Company Pension Plan as of December 31,
2006. .

(2) For Fiscal 2007, covered pay is based on the most recent valuation data received from the client
(Elizabethtown covered compensation of $22,483,921 as of January 1, 2006 and American Water
covered compensation of $266,216,479 as of July 1, 2006).

(3) For Fiscal 2007, the number of active participants is based on the most recent valuation data
received from the client (Elizabethtown had 316 active participants as of January 1, 2006 and
American Water had 4,745 active participants as of July 1, 2006).

l American Water Works Company, Inc.'s Pension Plan, May 2007
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SI-4

Pension Cost

Fiscal 2008(1> Fiscal 2007(1)

Pension Cost

$ 25,892,330

56,675,301

(51,701,245)

$ 25,214,558

51 ,613,587

(47,052,194)

Service cost

Interest cost

Expected return on assets

Amortization:

> Transition obligation (asset)

> Prior service cost (credit)

> Net loss (gain)

Pension cost

Percent of covered paylz'

Per active participants" $

0

7071521

8,052,089

$ 39,625,996

13.4%

7,842 $

O
637,931

8,554,B15

$ 38,968,697
13.5%

7,700

Change in Pension Cost

$ 38,968,697Pension cost for fiscal 2007

Change from fiscal 2007 to fiscal 2008:

> Expected based on prior valuation

> Loss (.gain) from noninveslment
experience .

> Loss (gain) from asset experience

> Assumption changes

> Plan amendments

Pension cost for fiscal 2008

(2,555,740)

$

6,511 ,120

3,105,575

(8,565,802)

162,146

39,625,996

(t) All values reflect the merger of Elizabethtown Water Company Pension Plan as of December 31,
zoos.

(2) For Fiscal 2007, covered pay is based on the most recent valuation data received from the client
(Elizabethtown covered compensation of $22,483,921 as of January 1, 2006 and American Water
covered compensation of $266,216,479 as of July 1, 2006).

(3) For Fiscal 2007, the number of active participants is based on the most recent valuation data
received from the client (Elizabethtown had 316 active participants as of January 1, 2006 and
American Water had 4,745 active participants as of July 1, 2006).

American Watch Works Company, Inc.'s Pension Plan, February 2008
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SI-3

Pension Cost

Fiscal 2009 Fiscal 2008

Pension Cost

$ 28,170,353

61,493,551

(42,224,081)

$ 25,892,330
56,675,301

(51 ,701 ,245>

Service cost

Interest cost

Expected return on assets

Amortization:

> TransitiOn obligation (asset)

> Prior service cost (credit)

> Net loss (gain)

Pension cost

Percent of covered pay

Per active participant 's

0

707,521

32,969,134

$ 81,116,478

26.1%
16,626 . $

0
707,521

8,052,089
$ 39,625,996

13.4%
7,842

'L
:

American Water Works, Pension Plan, March 2009



District 2006 2007 2008
Sun City Water $123,880 $108,781 $252,131
Sun City Wastewater 74,521 71,288 155,883
Sun City West Wastewater 71,870 56,724 131,903
Anthem/Agua Fria Wastewater 94,000 118,522 255,252
Anthem Water 106,806 82,672 193,456

*

RUCO Cross Examination Exhibit
Page 7 of 9

COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Sheryl L. Hubbard
Manager, Rates 8< Regulation

Address : 2355 W. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-130

Q: For each year since 2005, provide the amount of Pensions included in the
Company's operating expenses, showing any amounts allocated or charged direct
by the Service Company separately.

A: The Pension amounts charged to operating expenses since 2005 are detailed
below:

T I

For Service Company amounts allocated to Arizona-American, please see
response to data request number RUCO 2-59a.



RUCO Cross Examination Exhibit
Page 8 of 9

COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Sheryl L. Hubbard
Manager, Rates 8= Regulation

Address : 2355 w. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-127

Please provide the estimated Pensions costs prepared by the Company's
independent actuary, including the workpapers, assumptions, and analyses relied
upon in the development of those estimates.

A copy of the actuarial study for the 2009 plan year containing assumptions and
analyses have been provided in response to data request number RUCO 2-52.



2007 2008 2009

$1,035,197 $1,712,512 $2,090,643

ti \

M

RUCO Cross Examination Exhibit
Page 9 of 9

COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW~01303A-09-0343

Response provided by:
Title:

Sheri! L. Hubbard
Manager, Rates 8< Regulation

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-131

Q: For each year since 2006, provide the amount of the cash contribution by the
Company for Pensions.

The cash contribution for pensions since 2006 is shown below.
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DEAR FELLOW STOCKHOLDEF 1

Two years after our initial public offering on the New York Stock Exchange, I am delighted to be writing to you from a fully
independent American Water. it has taken four years and the hard work and dedication of a great number of individuals to
successfully plan and execute the divestiture. l take this opportunity to thank you for your patience and support.

As we looked around at financial instability and unrest across the country's corporate landscape in 2009, we at American Water
felt truly fortunate to be a part of a stable and growing company. While we have naturally seen some of the effects of the economic
downturn, we have also been able to stay strong and focused. We have also continued to educate customers and key influencers
about the water industry and the solutions we provide every day to help ensure high-quality and reliable water service for the
approximately 16 million people we serve.

American Water's stock price performed well in 2009, in spite of a divestiture of 96.75 million shares of stock sold in three public
offerings by a single stockholder, the lest of which brought us to our now independent status. Since our IPO in April 2008, our
stock out~performed the S&P 500, the Dow Jones Industrial Average and our water industry peers. That performance has continued
since we completed the divestiture.

In 2009 we continued to deliver on our core strategies and provided innovative, efficient and powerful solutions to our
communities, customers and business partners. By focusing on our core strategies, we saw an increase in revenues to $2.4 billion
and, excluding a goodwill impairment charge, an increase in earnings per share and net income. We also invested nearly $800
million in our infrastructure to help ensure the reliability of the service we provide and we further strengthened the health of our
company by efficiently raising both debt and equity.

We reached out to municipalities around the country facing financial, operational and resource-related challenges, and offered a
wide variety of solutions to help improve their communities.

We continued to take action and participate in solutions to benefit our environment. In 2006, we were the first water utility to join
the U.S. Environmental Protection Agency's (USEPA) Climate Leaders program. In 2009, the USEPA accepted our goal to reduce
greenhouse gas emissions by more than 15 percent in less than ten years through our ongoing voluntary partnership. You can read
more about our environmental sustainability initiatives in our corporate responsibility brochure, which is included with this printed
annual report. We also have preliminary data on our performance at www.amwater.com/corporateresponsibility and will publish our
first full corporate responsibility report in 2011.

In California, we completed the Fillmore Water Recycling Plant in partnership with the City of Fillmore. The plant is a solution built
for the times-a zero-discharge wastewater treatment plant that makes the most out of every drop of water it treats. The plant is
highly efficient by design, as was the public-private partnership that helped to deliver the project on time and on budget, saving the
city millions of dollars on the overall project.

We acquired Environmental Management Corporation (EMC), a Missouri»based company and leading innovator in total water cycle
optimization. With EMC adding to our existing team of innovators, we are now able to provide solutions to a wide variety of clients
in 35 U.S. states and two Canadian provinces.

The U.S. Department of Defense continues to recognize American Water as a powerful solutions provider by awarding the Company
military base water and wastewater systems contracts. After earning several major contracts over the last two years, we now
proudly serve approximately 400,000 servicemen and women, their families, and support staff on bases in nine states.

Others also took notice of American Water's track record of success, and that led to several awards, including a very special
honor: in April, we were named "Global Water Company of the Year" by Global Water Intelligence for our leadership role in providing
solutions to water challenges,

Even this letter is part of an American Water solution. The Company's use of Notice and Access to post our proxy materials and
annual report on Form 10~K online instead of sending out paper copies of those materials to all of our stockholders was so
successful at helping us conserve natural resources last year, we're doing it again. We also chose last year to create an online
annual report instead of printing a traditional glossy annual report, and we're taking this environmentally friendly approach for our
2009 annual report as well.

This solution is saving trees, saving water that would be used to create paper from those trees, and saving fuel with thousands
fewer annual reports to ship. Best of all, our online annual report gives you the opportunity to learn about American Water from the
most powerful solutions we have-our people.

l invite you to visit www.amwaterannualreportcom to learn more about our solutions in action in 2009, and our plans for the future.

ThanK you for your interest in American Water.

MY A
Donald L. Cornell
President and Chief Executive Officer
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the other lenders to assume the default lender's commitment or replace such defaulting lender by designating an
assignee willing to assume the coImnitment, however the remaining lenders have no obligation to assume a
defaulting lender's commitment and we can provide no assurances that we will replace a defaulting lender.

At December 31, AWCC had the following sub-limits and available capacity under the credit facility.

200s2009

Letter of credit sublimity .
Letter of credit available capacity .

$150,000
101,754

$150,000
106,097

At December 31, 2009, the Company had $50,579 of outstanding letters of credit, $48,246 of which was
issued under the revolving credit facility noted above.

The following table presents the shor1~term borrowing activity for AWCC for the years ended December 3 I
2009 and 2008:

5

2009 2008

Average borrowings
Maximum borrowings outstanding .
Weighted average interest rates, computed on a daily basis .....

Weighted average interest rates, at December 31

s347,413
708,691

0.82%
0.39%

$291,821
570,429

3.51 %
0.75%

Interest rates on advances under the credit facility are based on either prime or the London Interbank
Offering Rate ("LIBOR") plus an applicable margin based upon credit ratings of the Company, as well as total
outstanding amounts under the agreement at the time of the borrowing. The maximum LIBOR margin is 55 basis
points,

The credit facility requires the Company to maintain a ratio of consolidated debt to consolidated
capitalization of not more than 0.70 to 1.00. The ratio at December 3 l , 2009 was 0.58 to 1.00.

None of the Company's borrowings are subject to default or prepayment as a result of a downgrading of
securities, although such a downgrading could increase fees and interest charges under the Company's credit
facilities.

As part of the normal course of business, the Company routinely enters contracts for the purchase and sale
of water, energy, fuels and other services. These contracts either contain express provisions or otherwise permit
the Company and our counterparties to demand adequate assurance of future performance when there are
reasonable grounds for doing so. In accordance with the contracts and applicable contract law, if the Company is
downgraded by a credit rating agency, especially if such downgrade is to a level below investment grade, it is
possible that a counterpalTy would attempt to rely on such a downgrade as a basis for making a demand for
adequate assurance of future performance. Depending on its net position with a counterparty, the demand could
be for the posting of collateral. In the absence of expressly agreed provisions that specify the collateral that must
be provided, the obligation to supply the collateral requested will be a function of the facts and circumstances of
the Company's situation at the time of the demand. If the Company can reasonably claim that it is willing and
financially able to perform its obligations, it may be possible to successfully argue that no collateral should be
posted or that only an amount equal to two or three months of future payments should be sufficient. The
Company does not expect to post any collateral which will have a material adverse impact on the Company's
results of operations, financial position or cash flows.

AWCC has entered into a one year $10,000 committed revolving line of credit with PNC Bank, N.A. This
line of credit will terminate on December 31, 2010 unless extended and is used primarily for short-term working
capital needs. Interest rates on advances under this line of credit are based on either the prime rate of the financial
institution or the applicable LIBOR rate for the term selected plus 175 basis points.
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1 1. INTRODUCTION

2 Q, Please state your name, position andbusiness address.

3 Ralph C. Smith. I am a Senior Regulatory Consultant at Larldn & Associates, PLLC,

4 15728 Farrington Road, Livonia, Michigan 48154.

5

6 Q- Please describe Larkin & Associates.

7 Larkin & Associates is a Celtilied Public Accounting and Regulatory Consulting firm.

8 The firm performs independent regulatory consulting primarily for public service/utility

9 commission staffs and consumer interest groups (public counsels, public advocates,

10 consumer counsels, attorneys general, etc.). Larkin & Associates has extensive experience

11 in the utility regulatory Held as expert witnesses in over 400 regulatory proceedings

12 including numerous telephone, water and sewer, gas, and electric matters.

13

14 Q. Mr. Smith, please summarize your educational background.

15

16

I received a Bachelor of Science degree in Business Administration (Accounting Major)

with distinction from the University of Michigan - Dearborn, in April 1979. I passed all

17 parts of the Certified Public Accountant ("C.P.A.") examination in my first sitting in 1979,

18 received my CPA license in 1981, and received a certified financial planning certificate in

19 1983. I also have a Master of Science in Taxation firm Walsh College, 1981, and a law

20 degree (J.D.) cum laude firm Wayne State University, 1986. In addition, I have attended

21 a variety of continuing education courses in conjunction with maintaining my accountancy

22 license. I am a licensed C.P.A. and attorney in the State of Michigan. I am also a

23

A.

A.

A.

Certified Financial Plan;nerTm professional and a Certified Rate of Return Analyst
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1 ("CRRA"). Since 1981, I havebeen a member of the Michigan Association of Certified

2 Public Accountants. I am also a member of the Michigan Bar Association and the Society

3 of Utility and Regulatory Financial Analysts ("SURFA"). I have also been a member of

4 the American Bar Association (ABA), and the ABA sections on Public Utility Law and

5 Taxation.

6

7 Q- Please summarize your professional experience.

8 Subsequent to graduation from the University of Michigan, and after a short period of

9 installing a computerized accounting system for a Southfield, Michigan realty

10 management firm, I accepted a position as an auditor with the predecessor CPA firm to

11 Larkin & Associates in July, 1979. Before becoming involved in utility regulation where

12 the majority of my time for the past 29 years has been spent, I performed audit,

13 accounting, and tax work for a wide variety of businesses that were clients of the firm.

14 During my service in the regulatory section of our Hun, I have been involved in

15 rate cases and other regulatory matters concerning electric, gas, telephone, water, and

16 sewer utility companies. My present work consists primarily of analyzing rate case and

17 regulatory filings of public utility companies before various regulatory commissions, and,

18 where appropriate, preparing testimony and schedules relating to the issues for

19 presentation before these regulatory agencies.

20 I have performed work in the field of utility regulation on behalf of industry, state

21 attorneys general, consumer groups, municipalities, and public service commission staffs

22 concerning regulatory matters before regulatory agencies in Alabama, Alaska, Arizona,

23

A.

Arkansas, California, Connecticut, Delaware, Florida, Georgia, Hawaii, Indiana, Illinois,
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1 Kansas, Kentucky, Louisiana, Maine, Michigan, Minnesota, Mississippi, Missouri, New

2 Jersey, New Mexico, New York, Nevada, North Dakota, Ohio, Pennsylvania, South

3 Carolina, South Dakota, Texas, Utah, Vennont, Virginia, Washington, Washington D.C.,

4 West Virginia and Canada as well as the Federal Energy Regulatory Commission and

5 various state and federal courts of law.

6

7 Q- Have you prepared an attachment summarizing your educational background and

8 regulatory experience"

9 Yes. Attachment RCS-1 provides details concerning my experience and qualifications.

10

11 Q- On whose behalf are you appearing?

12 I am appearing on behalf of the Residential Utility Consumer Gflice ("RUCO").

13

14 Q- Have you previously testified before the Arizona Corporation Commission?

15 Yes. I have previously testified before the Commission on a number of occasions. I

16 testified before the Commission in Docket No. E-01345A-06-0009, involving an

17 emergency rate increase request by Arizona Public Service Company ("APS" or

18 "Company"), APS' Docket Nos. E-01345A-05-0816, E-01345A~05-0826 and E-01345A-

19 05-0827, concerning proceedings involving APS base rates and other matters, and the

20 most recent APS case, Docket No. E-01345A-08-0172, concerning an emergency rate

21 increase and general rate case request. I also testified before the Commission in the last

22 UNS Gas, Inc. rate cases, Docket Nos. G-04204A-08-0571, G-04204A-06-0463, G-

23

A.

A.

A.

04204A-06-0013 and G-04204A-05-0831, and in a previous UNS Electric, Inc. rate case
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1 Docket No. E-04204A-06-0783, as well as the last Southwest Gas Corporation rate case,

2 G-01551A-07-0504, and Tucson Electric Power Company, Docket No. E-01933A-07-

3 0402, among others.

4

5 Q. What is the purpose of the testimony you are presenting?

6 The purpose of my testimony is to address the rate base, adjusted net operating income

7 and revenue requirement proposed by Arizona-American Water Company ("A1izona-

8 American", "AAWC," or "Company").

9

10 Q- Have you prepared any exhibits to be tiled with your testimony?

11 Yes. Attaclnnents RCS-2 through RCS-5 contain the results of my analysis and copies of

12 selected documents that are referenced in my testimony, respectively.

13

14 11. REVENUE REQUIREMENT

15 Q. What issues are addressed in your testimony?

16 My testimony addresses the Company's proposed revenue requirement and selected other

17 issues.

18

19 Q- What revenue increase has been requested by AAWC?

20 For the districts included in its current tiling, AAWC is requesting an increase in base rate

21 revenues of 3820.498 million, or approximately 56.06 percent over adjusted revenues at

22

A.

A.

A.

A.

current rates as shown in the following table:



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West
Wastewater Total

Adjusted
TY Rate

Base $7,268,177 $ 2,531,127 $ 7,060,837 $ 2,156,882 $ 1,480,756 $ 20,497,779
Adjusted
Current

Revenues $7,210,624 $ 9,125,203 s 8,634,567 $ 5,933,970 $ 5,660,389 S 36,564,753
% Change 100.80% 27.74% 81 .77% 36.35% 26.16% 56.06%

District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sum City

Wastewater
Sun City West
Wastewater Total

Adjusted
TY Rate

Base $5,327,222 $ 712,316 $ 5,296,731 $ 1,527,407 $ 757,477 $ 13,621,153
Adjusted
Current

Revenues $7,201,168 $ 9,125,203 $ 8,634,567 $ 5,933,970 $ 5,660,389 s 36,555,297
% Change 73.98% 7.81% 61.34% 25.74% 13.38% 37.26%
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Summarv of Requested Rate Increases per Companv

1

2

3 The requested revenue amount is from Company Schedule A in AAWC's filing and is

4 also shown on RUCO Schedule A on Attachments RCS-2 and RCS-3 .

5

6 Q~ What revenue increase does RUCO recommend?

7 RUCO recommends a revenue increase on adjusted fair value rate base, for each AAWC

8 division, of no more than the amounts listed in the following table:

Summarv of RUCO Recommended Rate Increases Bv District

9

10 Details of how these amounts of revenue deficiency were derived are shown in

11 Attachments RCS-2 and RCS~3 to my testimony. The revenue deficiency for each water

12 district is presented in Attachment RCS-2 on the respective "Schedule A" for that district.

13

A.

A "Schedule A" has also been presented for the total water districts and, separately, the
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1 total wastewater districts, for which rate increases have been sought by AAWC in the

2 current rate case. Attachment RCS-3 presents similar information for each wastewater

3 district.

4

5

6

A.

Q-

Test Year

What test year is being used in this case?

7 AAWC's filing is based on the calendar test year ended December 31, 2008. RUCO's

8 calculations use the same test year.

9

10 Q. Could you please discuss the test year concept?

11 Yes. In Arizona, a historic test year approach is used. Various adjustments are made to

12 the historic test year amounts to ensure that there is a matching of investment, revenues

13 and expenses. Rate base items, such as plant in service and accumulated depreciation, are

14 based on the actual level as of the end of the historic test year. Several rate base items that

15 tend to fluctuate from month to month, such as materials and supplies and prepayments,

16 are based on a test year average level. Since end of test year net plant in service is used,

17 revenues are annualized based on end of test year customer levels. Additionally, certain

18 expenses, such as depreciation and payroll costs, are annualized based on end of test year

19 levels. This is to ensure that the going~forward revenue and expense levels are matched

20 with the investment (net plant-in-service) used to servethose customers.

21 As time goes forward, changes in the Company's cost structure will occur. For

22 example, rate base will increase as new plant is added to serve new customers, revenue

23

A.

A.

will increase as customers are added, expenses will fluctuate, etc. It is very important to
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1 be consistent with a test period approach to ensure that there is a consistent matching

2 between investment, revenues and costs. Any adjustments that reach beyond the end of

3 the historic test year must be very carefully considered before being adopted.

4

5

6

B.

Q.

Summary of Company Proposed and RUCO Adjusted Revenue Requirement

What did your review of AAWC's filing indicate?

7 As shown on Attachment RCS-2 for water and Attachment RCS-3 for sewer, Schedule A,

8 column C, based on the weighted cost of capital recommended by RUCO witness Rigsby

9 for application to OCRB, and the adjustments to AAWC's rate base and net operating

10 income recommended by myself, I have calculated a jurisdictional base rate revenue

11 requirement deficiency on OCRB for each of the AAWC divisions. I have also

12 summarized the increases for the water divisions and, separately for the wastewater

13 divisions, for which AAWC had applied for rate increases in this case. AAWC has

14 requested that its OCRB be used as its Fair Value Rate Base ("FVRB") and has not

15 included with its filing reconstruction cost new depreciated ("RCND") information. I

16 have also used the OCRB as the appropriate measure of the Company's FVRB in this

17 case. As also shown on Schedule A, page 1, of the respective Attachment RCS-2 for

18 water and Attachment RCS-3 for wastewater districts, I have calculated recommended

19 base rate increases using a fair value rate of return (FVROR) of 6.77 percent for each

20 district. The 6.77 percent is the weighted average cost of capital ("WACC")

21 recommended by RUC() witness Rigsby. Because theFVRB is the same as the OCRB for

22

A.

purposes of this case, the WACC and the FVROR are also the same. AAWC should



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adjusted
TY Rate

Base $5,327,222 $ 712,316 $ 5,296,731 $ 1,527,407 757,477$ $ 13,621,153
Adj used
Current

Revenues $7,201,168 $ 9,125,203 $ 8,634,567 $ 5,933,970 $ 5,660,389 $ 36,555,297
% Change 73.98% 7.81% 6134% 25.74% 13.38% 37.26%
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1 receive a base rate increase of no more than the amounts and percentages for each district

2. as summarized in the following table:

Summarv of RUCO Recommended Rate Increases Bv District

3

4

5

6

c.

Q-

Organization AfR UCO Accounting Schedules

How are RUCO's accounting schedules organized?

7 RUCO's accounting schedules are presented in Attachment RCS-2 for the water districts,

8 and on Attachment RCS-3 for the wastewater districts. The presentation in those

9 attachments is organized into summary schedules and adjustment schedules. The

10 summary schedules consist of Schedules A, A-1, B, B.1, C, C.1 and D. Within

11 Attachment RCS-2, a set of summary schedules is included for the total of the water

12 districts and, separately, for each water district. Similarly, in Attachment RCS-3, a set of

13 summary schedules is included for the total of the wastewater districts, and, separately, for

14 each wastewater district in AAWC's filing.

15 Attaclnnents RCS-2 and RCS-3 also contains rate base adjustment Schedules B-1

16 through B-4 and net operating income adjustment Schedules C-1 through C-17, which

17 show the detailed adjustments I am recommending to AAWC's tiling for water and

18

A.

wastewater,respectively.
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1

2 Q- How have you designated the districts on Attachments RCS-2 and RCS-3?

3 Shave used the following designations for the districts on Attachment RCS-2 :

4 "(A)" for Anthem Water

5 "(SC)" for Sun City Water

6 Shave used the following designations for the distn'cts on Attachment RCS-3 :

7 "(AAF") for Anthem/Agua Fria Wastewater

8 "(SC)" for Sun City Wastewater

9 "(SCW)" for Sun City West Wastewater

10 As illustrative examples, the schedule showing the calculation of the revenue requirement

11 deficiency for Sun City Water on Attachment RCS-2 is designated as Schedule A (SC).

12 Similarly, the revenue deficiency schedule for Sun City Wastewater is designated as

13 Schedule A (SC) on Attachment RCS-3 .

14

15 Q. What is shown on the "A" Schedules of Attachments RCS-2 and RCS-3?

16 As noted above, Attachments RCS-2 and RCS-3 present the RUCO Accounting Schedules

17 and revenue requirement determination for the water districts and wastewater districts,

18 respectively. Schedule A presents the overall financial summary, giving effect to all the

19 adjustments discussed in my testimony. This schedule presents the change in the

20 Company's gross revenue requirement needed for the Company to have the opportunity to

21 earn RUCO's recommended rate of return on RUCO's proposed Driginal Cost and Fair

22 Value rate bases. The rate base and operating income amounts are taken from Schedules

23

A.

A.

B and C, respectively. The overall rate of return on original cost rate base of6.77 percent,
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1 as presented in the refiled testimony of RUCO witness Rigsby, is provided on Schedule

2 D for convenience.

3 Column A of Schedule A replicates AAWC's proposed calculations of the revenue

4 deficiency. Columns B presents RUCO's determination of the base rate revenue

5 deficiency on OCRB and FVRB. Column C shows differences between RUCO and

6 AAWC.

7 The operating income deficiency shown on line 5 of Schedule A is obtained by

8 subtracting the operating income available on line 4 (operating income as adjusted) firm

9 the required operating income on line 3. Line 6 represents the gross revenue requirement,

10 which is obtained by multiplying the income deficiency by the gross revenue conversion

11 factor {GRCF).

12

13 Q- What is shown on Schedule A-1 ?

14 Schedule A-1 shows the derivation of the GRCF. The GRCF is used to convert the net

15 operating income deficiency into a revenue deficiency amount. A component for the

16 revenue-based impact on property taxes is included in the derivation of the GRCF. My

17 calculation of the GRCF for each district follows the same format as AAWC's.

18

19 Q- How does the GRCF recommended by RUCO compare with the GRCF contained in

20 AAWC's filing?

21 As shown on the respective Schedule A-1, for each AAWC district, for its direct filing

22

A.

A.

RUCO has used the same GRCFs that were contained in AAWC's filing. At a later point
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1 in the proceeding, the specific GRCF for each district may be subject to revision based on

2 other changes, such as changes in the amount of revenue increase.

3

4 Q- What is shown on the "B" Schedules?

5 For each district, and in summary for the water systems and, separately, for the wastewater

6 districts included in AAWC's tiling, on Attachments RCS-2 and RCS-3, respectively,

7 there is a Schedule B. Each Schedule B presents AAWC's proposed adjusted test year

8 rate base (in colurml A), RUCO's adjustments (in column B) and RUCO's adjusted test

9 year rate base (in column C). The beginning rate base amounts presented on Schedule B

10 are taken from the Company's filing for the test year, specifically AAWC Schedule B-1 .

11 RUCO's recommended adjustments to rate base are summarized on Schedule B.1.

12 In Attaclnnents RCS-2 and RCS-3, I have prepared a Schedule B.1 for adjustments to

13 AAWC's for each district, and in summary for the water systems and, separately, for the

14 wastewater districts included in AAWC's filing.

15 In Attachments RCS-2 and RCS-3, Schedules B-1 through B-4 provide further

16 support and calculations for each rate base adjustment that I am recommending.

17

18 Q. How was the fair value basis of rate base determined?

19 The FVRB in this proceeding is the same as the adjusted OCRB.

20

21 Q, What is shown on the "C" Schedules of Attachments RCS-2 and RCS-3?

22 For each district, and in summary for the water systems and, separately, for the wastewater

23

A.

A.

A.

districts included in AAWC's filing, Schedule C shows the Company's requested and
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1 RUCO's adjusted net operating income. The starting point on each Schedule C is

2 AAWC's adjusted test year net operating income, as provided on Company Schedule C-1.

3 For each district, Schedule C shows AAWC's filed net operating income (in column A),

4 RUCO's adjustments (in column B) and RUCO's adjusted net operating income (in

5 column C).

6 Each of RUCO's recommended adjustments to AAWC's adjusted test year

7 revenues and expenses are summarized on Schedule C.1. The income tax impact of each

8 adjustment is also shown on Schedule C.1.

9 Schedules C-1 through C-17 provide further support and calculations for the net

10 operating income adjustments that I am recommending. Each of the adjustments are

11 discussed in my testimony.

12

13 Q- What is shown on Schedule D?

14 Schedule D summarizes the capital structure and cost of capital that was proposed by

15 AAWC and the capital stricture and cost of capital that is recommended by RUCO

16 witness Rigsby. In this case, because the FVRB is the same as the adjusted OCRB, the

17 fair value rate of return ("FVROR") is the same as the weighted average cost of capital

18 ("WACC") shown on Schedule D.

19

20 III. RATE BASE

21 Q- Have you prepared schedules that summarize RUCO's proposed adjustments to rate

22

A.

base?
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1 Yes. As noted above, in Attachments RCS-2 and RCS-3, respectively, for each district,

2 and in summary for the water systems and, separately, for the wastewater districts

3 included in AAWC's filing, I have prepared a Schedule B, which shows the rate base

4 requested by AAWC, RUCO's adjustment and RUCO's adjusted rate base. The

5 adjustMents to AAWC's proposed rate base are shown on Schedule B.1. A comparison of

6 the Company's proposed rate base and RUCO's recommended rate base, by district, is

7 presented below:

District Per RUC O Difference

8

Anthem Water
Sun City Water
Anthem/Agua Fria Wastewater
Sun City Wastewater
Sun City West Wastewater
Total Rate Base

Per Company
$ 57,430,025
$ 28,186,063
$ 47,735,732
S 14,764,087
$ 17,821,272
$ 165,937,179

$

$

$

s

35

$

57,291,754
26,400,924
47,558,242
14,660,342
17,739,272

163,650,534

$ (138,2711
$ (1,785,l39)
$ (177,490)
$ (103,745)
$ (82,000)
$ (2,286,645)

9

10

11

12

Plant Adjustments

Q. Are you proposing any adjustments to AAWC's requested plant in service?

1 3 Yes. I am proposing two adjustments to AAWC's requested plant in service. The first

14 adjustment, B-1, affects only the Sun City Water district, and removes an item of post-test

1 5 year plant that AAWC had requested. The second adjustment, B-2, affects only the Agua

1 6 Fria Wastewater district, and removes the cost of two effluent pumps that had been retired

17 during the test year.

18

19

Post Test Year Plant ... Sun City Water

Has AAWC requested the inclusion in rate base of plant that was not in service

20

A.

A.

during the test year?



Direct Testimony of Ralph C. Smith
Docket Nos. W-01303A-09-0343 & SW-01303A-09-0343
Page 14

1 Yes. The Company has proposed to include in rate base the cost for a new well that was

2 placed into service on May 27, 2009, at an amount of $1 .587 million.

3

4 Q- Should that be allowed?

5 No. This is being removed because it was not in service during the test year and because

6 AAWC has failed to demonstrate special or unusual circumstances to justify inclusion of

7 the post test year plant additions in rate base.

8

9 Q- Please elaborate on why post test year plant should be removed in the current

10 AAWC rate case.

11 The test year is the one-year historical period used in determining rate base, operating

12 income and rate ofretum. Commission's rules at A.A.C. R14-2-103(A)(3)(p) require the

13 end of the test year to be the most recent practical date available prior to the filing. A

14 utility has the freedom to choose a test year that includes all major rate base and operating

15 income items needed to support its rate application, and to include pro forma adjustments

16 to its test year. The "matching" concept is a fundamental principle of accounting and

17 ratemaldng. The absence of matching distorts the coordination the elements of the

18 ratemaking formula, and can adversely affect the fairness and reasonableness of rates. My

19 understanding is that the Commission has only allowed inclusion of post test year plant in

20 special and unusual circumstances that warranted such recognition. Decision No.71410,

21 at page 20, cites the following two types of situations that have warranted rate base

22

A.

A.

A.

recognition of post-test year plant:
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1

2

3

(1) when the magnitude of the investment relative to the utility 's total investment is
such that not including the post test year plant in the cost of service would
jeopardize the utility 'sfnancial nealtN; and

4

5

(2) when certain conditions exist as follows:

(a) the cost of the post test year plant is signy'icant and substantial;

6
7

(b) the net impact on revenue and expenses for the post test year plant is known
and insignnicant or is revenue-neutral; and

8
9

(c ) the post test year plant is prudent and neeessaryfor the provision of services
and reflects appropriate, efficient, ejfeetive, and timely decision-making.

10 In the current rate case, AAWC has not demonstrated special or unusual circumstances to

11 justify inclusion of the post test year plant additions in rate base.

12

13 Q. Did the Commission remove AAWC's request for post-test year plant AAWC's last

14 rate c358'7

15 Yes. For reasons similar to those stated above, AAWC's request for post test year plant

16 was removed in Decision No. 71410 for Agua Fria Water, Mohave Water and Mohave

17 Wastewater.

18

19 Q- What adjustment is needed?

20 This adjustment is shown on Attachment RCS-2, Schedule B-1, and reduces rate base by

21 $1 .587 million to remove post-test year plant for the Sun City Water district.

22

23 Q- Is there a related adjustment to expense?

24 Yes. As shown on Attachment RCS-2 , Schedule C-16, Arizona-American's proposed

25

A.

A.

A.

depreciation expense for Sun City Water is reduced by $36,961 based on applying the
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1 applicable depreciation rates to the plant adjustment. I discuss this related adjustment to

2 depreciation expense in a subsequent section of my testimony.

3

4

Agua Fria Wastewater -- Retirement of Two Ejyluent Pumps

Are you recommending any other adjustments to plant in service?

5 Yes. I am recommending an adjustment to remove from the Agua Fria Wastewater rate

6 base the cost of two pumps that were retired during the test year. This adjustment is

7 shown on Attachment RCS-3, Schedule B~2 .

8

9 Q- Please explain the adjustment shown on Schedule B-2 of Attachment RCS-3.

10 As described in the Company's response to STF 7.3, two effluent pumps at the Verrado

11 waste water treatment plant ("WWTP") were retired. That response indicates that: "The

12 original cost for the 2 pumps is $52,636.25 and our Engineering Department has been

13 notified that a retirement work order should be created to retire the pumps as soon as

14 possible." This adjustment removes the original cost of the two pumps that were retired

15 from Plant in Service and Hom Accumulated Depreciation. The net impact on rate base is

16 zero.

17

18 Q- Is there a related adjustment to expense?

19 Yes. As shown on Attachment RCS-3, Schedule C-17, Arizona-American's proposed

20 depreciation expense for Agua Fria Wastewater is reduced by $2,853, based on the plant

21 amount of $52,636 times the depreciation rate of 5.42 percent. I discuss this related

22 adjustment to depreciation expense in a subsequent section of my testimony.

23

A.

A.

A.
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1

2

CIAC in CWIP (All Districts Except Sun City West Wastewater)

What is the issue relating to CIAC in CWIP?

3 The Company contends that Contributions in Aid of Construction ("CIAC") associated

4 with Construction Work in Progress ("CW]P") should not be deducted from rate base,

5 because there is no offsetting plant in rate base.

6

7 Q- Please explain why the full amount of CIAC should be deducted from rate base.

8 The full amount of CIAC should be deducted from rate base because it is the Company's

9 choice whether to accept plant or funds from developers, and if the Company chooses to

10 accept plant, then the Company is not expending funds for the plant and thus has funds for

11 other uses. Additionally, the Company's position is contrary to traditional ratemaking

12 practices and contrary to the National Association of Regulatory Utility Commissioners

13 ("NARUC")_definition of CIAC, which does not distinguish between CIAC associated

14 with CWIP and CIAC associated with plant in service.

15

16 Q. Was this Company position rejected by the Commission in AAWC's last rate case?

17 Yes. Decision No. 71410 rejected AAWC's arguments for filing to deduct CIAC from

18 rate base, and stated at pages 26-27 that:

19
20
21
22
23
24
25

A.

A.

A.

We agree with RUCO and Staff that the Company's choice whether to
accept plant or funds from developers is irrelevant, and does not change the
nature of AIAC or CIAC. The evidence in this case does not persuade us to
depart from the traditional treatment of deducting AIAC and CIAC from
rate base. The adjustments recommended by RUCO and Staff will be
adopted.



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fda
Wastewater

Sun City
Wastewater

Sun City West
Wastewater Total

Adjusted
TY Rate

Base $ (30,271) s (38,991) s (65,490) 39 (3,743) $ $ (138,495)
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1 Q. What adjustment is necessary in the current AAWC rate case?

2 As shown on Attachment RCS-2, Schedule B-3, rate base should be reduced by $138,495

3 in total, and by the amounts shown there, and listed below for each district:

4

Suxmnaw of Adiustments to CIAC

5

6

7

8

Cash Working Capital (All Districts)

What is cash working capital?

9 Cash working capital ("CWC") is the cash needed by the Company to cover its day-to-day

10 operations. If the Company's cash expenditures, on an aggregate basis, precede the cash

11 recovery of expenses, investors must provide cash working capital. In that situation a

12 positive cash working capital requirement exists. On the other hand, if revenues are

13 typically received prior to when expenditures are made, on average, then ratepayers

14 provide the cash working capital to the utility, and the negative cash worldng capital

15 allowance is reflected as a reduction to rate base. In this case, the cash worldng capital

16 requirement is a reduction to rate base as ratepayers are essentially supplying these funds.

17

18 Q- Does AAWC's filing reflect a positive or negative cash working capital requirement?

19

20

A.

A.

A. AAWC's tiling shows that it has a positive cash working capital requirement for each

district. However, there are some serious flaws in AAWC's calculations. After correcting
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l

2

for such concerns, Attachments RCS-2 and RCS-3, on the respective Schedule B-4 for

each district, shows the adjusted cash working capital requirement for each AAWC

district.3

4

5 Q. What is indicated by a positive or negative cash working capital requirement?

6 A negative CWC requirement occurs when the results of a lead-lag study indicate that

ratepayers are supplying the funds used for the day-to-day operations of the Company. Gn

average, revenues from ratepayers are received prior to the time when the utility pays the

associated expenditures. Conversely, a positive CWC requirement indicates that utility

investors have supplied funds used for the day-to-day operations of the Company.

7

8

9

10

11

Q- Did AAWC present a lead/lag study in support of its each working `capital12

13

14

requirement?

15

16

Yes, AAWC performed a lead/lag study to calculate the cash working capital requirement

in this case. The Company provided its lead/lag study calculations with its work papers in

this case.

17

18 Q- What issues are you addressing with respect to AAWC lead/lag study and request for

19 Cash Working Capital?

20 I am addressing the following issues with respect to AAWC's proposed Cash Working

21 Capital allowance:

22 (1) revenue collection lag,

23 (2) affiliated Service Company Management Fee payment lag, and

24 (3) adjustments to expenses.

25

A.

A.

A.



Summary of Revenue Lag as calculated by AAWC

Revenue Lag Component
Anthem
Water

Sun City
Water

Anthem
AguaFria

Wastewater
Sun City

Wastewater

Sun City
West

Wastewater

Service Period Lag 15.148 15.219 15.248 15.335 15.394

Billing Lag 4.875 4.426 4.711 4.317 4.216

Collection Lag 26.082 26.082 26.082 26.091 26.018

Total Revenue Lag Days 46.105 45.727 46.040 45.743 45.628
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1 1. Revenue Lag

2 Q- What is the function of a revenue lag in a lead/lag study?

3

4

5

The revenue lag is supposed to measure, on average, the time between (a) the provision of

service and (b) the receipt of payment for service. It typically is comprised of three sub-

component lags: (1) the service period lag, (2) the billing lag, and (3) the collection lag.

6

Q- What revenue lags did AAWC use in its lead/lag study?7

8

9

10

11

12

The revenue lags used by AAWC for each district is summarized in the table below:

13

14

15

16

17

18

19

2 0

The Company's lead lag study uses a collection lag, by service area, ranging from 26.018

days to 26.091 days. This effectively assumes that customers, on average, throughout the

year, are not complying with the payment terms. The payment terms are supposed to be

reflected in the dates printed on the customers' bills and with the terms of AAWC's tariff.

As discussed in more detail below, the due date for payment of billings for water and

wastewater service is 20 days and does not differ by the type of customer.

21

22 Q- Are the revenue lags used by AAWC appropriate?

2 3 No. The collect ion lag per iod used by AAWC is excessive and would penalize a ll

24 customers, including the vast majority of customers that pay their utility bills on time, for

25 the minority of customers who either paying their bills late or do not pay at all (i.e., whose

26

A.

A.

A.

bills become uncollectible).
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1

2 Q- Did RUCO request that AAWC provide Accounts Receivable aging reports by

3 district for each month of 2007, 2008 and 2009?

4 Yes, such information was requested in RUCO 2-74(j).

5

6 Q- Did AAWC provide those requested Accounts Receivable aging reports?

7 No. AAWC's response to RUCO 2-746) stated that: "The aging reports are deleted from

8 the system after a short period of time. We are investigating what is required to to (sic)

9 restore the aging reports by district. The reports are available for the Company as a whole,

10 but not at the district specific level of detail. If the Company as a whole would suffice,

11 please let the me (sic) know."

12

13 Q- Without the district aging reports that AAWC could not provide, it is possible to

14 reasonably adjust the collection lag?

15 Yes. A reasonable adjustment to the collection lag can be made by applying the 20 day

16 due date period as the maximum collection lag that would apply for customers who, on

17 average, pay their utility bills on time.

18

19 Q- Please explain why an adjustment for the revenue collection lag is needed.

20 The Company's lead-lag study uses an unreasonably long revenue lag because its revenue

21 collection lag extends well beyond the bill payment period. The Colnpany's revenue lag

22 is also excessive in comparison with other Arizona utilities that bill customers monthly.

23

A.

A.

A.

A.

The Company effectively assumes that customers, on average, are paying their bills late,
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1 i.e., are on average not paying their bills by the due date printed on the bills.

2 Uncollectibles and late payments should be excluded from the calculation of cash worldng

3 capital. Before amounts are written-off as uncollectible, the Company may carry such

4 amounts on its books in Accounts Receivable for several months, thus distorting the

5 revenue collection lag for customers who, on average, pay their bills on time.

6 Additionally, bad debt recoveries may be eventually collected several months after the

7 rendering of the initial bill. Including write-offs and recoveries in the determination of the

8 revenue collection lag, however, can result in a distortion of the time when normal paying

9 customers pay their bills for the water and sewer utility service. A more reasonable

10 expectation, and one that excludes the potentially distortive impact of uncollectibles on the

11 collection lag, is that customers, on average, pay their bills for water and sewer utility

12 service on or before the due date printed on the bill. Moreover, the Company charges late

13 fees and receives late fee revenue from the customers who pay their bills late.

14

15 Q. Please explain how you calculated the adjustment for the revenue lag on each

16 respective Schedule B-4, of Attachments RCS-2 and RCS-3.

17 Fused a maximum period of 20 days for the revenue collection lag for each Arizona

18 district that AAWC had included in its lead-lag study. This assures that the collection lag

19 portion of the revenue lag is not overstated in comparison with the terns provided in the

20 Company's tariff for the payment of the billed revenue. Uncollectibles are removed Hom

21 cash working capital because they are a non-cash expense. Before they become

22 uncollectible, billed revenue amounts may be eagled on the company's books as an

23

A.

account receivable for some time, perhaps even for several months, thus adding to the



Adjusted Revenue Lag Days with 20-Day Collection Lag

Revenue Lag Component
Anthem
Water

Sun city
Water

Anthem
Agua Fria

Wastewater
Sun City

Wastewater

Sun City
West

Wastewater

Service Period Lag 15.148 15.219 15.248 15.335 15.394

Billing Lag 4.875 4.426 4.711 4.317 4.216

Collection Lag 20.000 20.000 20.000 20.000 20.000

Total Revenue Lag Days 40.023 39.645 39.959 39.652 39.610
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1 revenue collection lag. This necessitates a reasonableness check on the collection lag that

2 reflects the timely payment of revenues that are collected.

3 As stated in the response to RUCO 2-74(b) and (c), the customer bills issued by

4 AAWC states when the bill is due, and "due dates are 20 days after the billing date and it

5 does not differ by type of customer." Moreover, customers are subj et to a late charge if

6 payment is made late. As stated in the response to RUCO 2-74(e): "Customers are subj et

7 to a 1-1/2% late charge. It begins by being posted to the account on day 21 .77

8 For computing the revenue collection lag, Ihavetherefore used the 20 days as the

9 maximum period, on average, which revenue collection should be occurring, without the

10 potentially distortive impact of uncollectible write-offs. This adjustment resulted in the

11 revised revenue lags for each service district as follows:

12

13 Q- Are you endorsing the Billing Lag days used by AAWC?

14

15

16

17

18

19

20

A. No. The Billing Lag days are supposed to measure the time between the reading of the

customer's meter and the issuance of the bill. With many modern utilities using

automated meter reading and computerized billing software, a Billing Lag exceeding 4

days on average also appears to be excessive. In short, the Billing Lag used by AAWC is

also a concern, but a smaller one than the Collection Lag. Fixing the Collection Lag in

this case, by limiting it to the bill payment due date, will resolve the biggest concern

regarding AAWC's proposed revenue lag, so Shave focused on adjusting for that,



Revenue Lag

Typical Arizona Utilities That Use Monthly Billing

Utility Docket

Revenue Lag
Days Reference

APS (Arizona Public Service) E-01315A.08-0172 38.17 A
TEP (Tucson Electric Power) E-01933A-07-0402 33.79 B
UNS Gas G-04204A-08-0571 40.70 C
UNS Electric E-04204A-09-0206 35.59 D
UNS Electric E-04204A-06-0_83 35.59 E
Southwest Gas Corporation G-01551A-07-0504 39.53 F

Notes and Source:

[A]: APS workpaper JCL-WP11, p.9

[B]: TEP Schedule B-5, p. 3

[C]: UNSG Schedule B-5, p. 3

[D]: UNSE Schedule B-5,p. 3

[E]: UNSE filing Schedule B-5,p. 3

[F]: SWG Schedule B-5, p. 2
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1

2

however, this focus should not be misconstrued as an endorsement of the Billing Lag days

proposed by AAWC, which may themselves reflect inefficiency.

3

4 Q- How do the revenue lags used by AAWC compare with the revenue lags used in

recent rate cases by other large Arizona utilities that bill their customers monthly?5

6 The following table summarizes the revenue lags that have been used in several recent rate

7

8

9

10

cases:

11

12

13

14

15

16

17

18

19

20

21

The revenue lags used by AAWC of over  45 days a re considerably longer  than the

comparable revenue lags used in each of these recent rate cases by other large Arizona

utilities that bill their customers monthly.22
23

24 Q-

25

26

A.

How do the adjusted revenue lags you are recommending for AAWC compare with

the revenue lags used in recent rate cases by other large Arizona utilities that bill

their customers monthly?
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1

2

3

4

5

6

The adjusted revenue lags I am recommending are near or slightly above the high end of

the range of revenue lags used by other large Arizona utilities that bill their customers

monthly. This supports the reasonableness aL and need to use, the revised revenue lags.

Also, because the revised revenue lag days recommended for AAWC are at, or slightly

above thehigh endof the range that has been used by other Arizona utilities, this supports

viewing their use as the maximum revenue lag days that would be reasonable to use in

determining AAWC's revenue requirement in this case.7

8

9 2. Service Company Pavement Law

10 Q- What lag did AAWC apply in its lead-lag study for payments of affiliated company

11 Management Fees?

12 AAWC applied a payment lag of 14.7715 days, as shown on line 7 of AAWC's Schedule

13 B-6, in the "Expense Lag Days" column for each district.

14

15 Q- Was the lag that AAWC applied in its lead-lag study for payments of affiliated

16 company Management Fees objectionable?

17 No. Had AAWC not indicated in response to a RUCO data request that it wants to

18 drastically revise this lag and instead reflect a pre-payment of the affiliated Management

19 Fees, I would not have objected to the payment lag of 14.7715 days that AAWC reflected

20 in its filing, since it appears to be within a range of commercially reasonable terms such as

21 payment lags to non-affiliated vendors.

22

A.

A.

A.
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1 Q- How has the Company indicated that it now wants to revise that lag and instead

2 reflect a prepayment of Management Fees to the affiliates?

3 Yes. In response to RUCO 2-75, AAWC has indicated that it pre-pays the affiliated

4 Service Company for such affiliated Management Fees and wants to revise its filed lead-

5 lag study to reflect apre-pavment,on average of 11.25 days.

6

7 Q_ Should a pre-pavment of Management Fees to the affiliates be allowed in the lead-lag

8 study?

9 No, it should not.

10

11 Q- Please explain your recommended Service Company payment lag.

12 The payment lag applied to Management Fees paid to the affiliate American Water Works

13 Service Company ("A SC") and/or to other affiliates should be adjusted to

14 commercially reasonable terms. This substantial affiliated transaction should not be

15 permitted to unnecessarily increase rate base via the creation of an unreasonable CWC

16 requirement. In its filed lead-la study, AAWC reflected a payment lag of 14.7715 days

17 that appears to be commercially reasonable, in that it is between the payroll lag of 12 days

18 and the maintenance lag of 33.6 days, and thus is within a range of reasonableness.

19 However, as stated in response to RUCO 2-75, AAWC now seeks a revision to reflect a

20 pre-payment, on average, for the Management Fees from the affiliates. This would imply

21 that AAWC pays for affiliated services, on average, before the affiliated services are

ZN provided. AAWC should not be required to pay for services provided by this affiliate any

23

A.

A.

A.

more rapidly that it would pay for the services if they had been performed internally.



Direct Testimony of Ralph C. Smith
Docket Nos. W-01303A-09-0343 & SW-01303A-09-0343
Page 27

1 Moreover, if AAWC chooses to pre-pay for affiliate-provided services, on average, before

2 they are provided, ratepayers should not be required to pay a return on the increase to

3 AAWC's rate base that relates to such pre-payment for affiliated services. Shave adjusted

4 the CWC associated with AAWC's payments to the affiliate A SC by applying the

5 same 12-day expense lag associated with AAWC's direct labor costs.

6

7 Q. What have AAWC's affiliates said about this adjustment in other cases?

8 It appears that AAWC would argue, as it alluded to in its response to RUCO 2-75 and

9 RUC() 2-76, that a Service Company Agreement between A SC and the operating

10 utility company would requireprepayment by the utility of each month's Service

11 Company costs.

12

13 Q- Was AAWC able to demonstrate that the Arizona Corporation Commission had ever

14 approved the Service Company Agreement as it applies to any of the AAWC districts

15 covered in the current AAWC rate case?

16 No. RUCO 2-76 asked the Company, in part: "Has the Commission approved any

17 agreement between AzAWC and the affiliated Service Company? If not, explain fully

18 why not. If so, please identify and provide a complete copy of such agreement. Include

19 all amendments and changes thereto since AzAWC's last rate case."

20 AAWC's response stated, among other things, thats :

21
22
23
24

Prior approval of an affiliate arrangement is not required in Arizona. The
Company has searched the Commission's decisions listing and has not been
able to locate a case decision in which either the Company requested
approval of or such approval was granted of the agreement between Arizona

A.

A.

1 A complete copy of AAWC's response to RUCO 2-76 is included in Attachment RCS-4.
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1

2

3

4

5

American and the Service Company ("Agreement"). We believe neither has
occurred, but we are not 100% certain at this time whether or not the ACC
has approved the Agreement because the Company was providing utility
services in Arizona for many years but only in the Paradise Valley district
and readily available decisions for the l 990s are not complete.

6 AAWC included with its response to RUCO 2-76 a copy of the Paradise Valley

7 "Agreement." Paradise Valley is not among the distnlcts for which revenue increases are

8 being sought in the current AAWC rate case. Consequently, AAWC has not been able to

9 demonstrate that the Arizona Corporation Commission has approved the Service

10 Company Agreement as it applies to any of the AAWC districts covered in the current

11 AAWC rate case.

12

13 Q- Even if the Arizona Corporation Commission had approved such a Service Company

14 "Agreement", does that necessitate that a prepayment of affiliate Management Fees

15 should be reflected in the utility's lead-lag study for ratemaking purposes?

16 Apparently, not. The review of what is reasonable for ratemaking purposes typically

17 occurs when an issue arises in the context of a rate case. The West Virginia Public

18 Service Commission addressed a similar issue in a recent rate case for one of AAWC's

19 affiliated water companies operating 'm that jurisdiction.

20

21 Q- How was a similar argument presented by AAWC's water utility affiliate in a recent

22 West Virginia rate case?

23 In West Virginia Public Service Commission ("PSC") Case No. 08-0900-W-42T, West

24 Virginia American Water Company (" AWC") presented a similar argument, citing the

25

A.

A.

provisions of its Service Agreement with AWWSC, and claiming that such Agreement
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1 would somehow require AWC ratepayers to pay a return on the rate base/CWC impact

2 of such an affiliated services prepayment arrangement.

3

4 Q- How did the West Virginia PSC decide that issue?

5 In its Commission Order dated March 25, 2009, the West Virginia PSC rej acted the

6 arguments presented by the water utility and adopted the adjustment recommended by the

7 ConsumerAdvocateDivision ("CAD"). Pages 35-36 of the West Virginia PSC's Order

8 state as follows:

The Commission is not persuaded that the CAD recommendation is
unreasonable or requires actions on the part of the Company that violate its
agreement with AWWSC. The agreement allows AWWSC to provide a
current bill 'as soon as practicable' after the last day of each month. It also
provides that AWWSC provide an estimate of the bill for the next month.
However, there is no provision for advance payments of the next monthly
bill. While WVAWC should not act unreasonably in making payments to
AWWSC, a lag comparable with its own payroll lags does not appear to be
unreasonable, while an advance payment does appear to be unreasonable.
The Commission will adopt this CAD adjustment to the Cash Working
Capital.

9

10

11

12

13

14

15

16

17

18

19

20

21

22

(Emphasis supplied)

23 Consequently, the West Virginia Commission used the 12-day labor cost payment lag for

24 the affiliated Service Company Management Fees in the lead-lag study.

25

26 Q- Is your recommended adjustment to AAWC's lead-lag study for the lag for

27 payments to the affiliate AWWSC essentially the same recommendation that was

28 recently adopted by the West Virginia PSC?

29 Yes. AAWC's lead-lag study shows the same 12-day lag for that utility's direct payroll as

30

A.

A.

did AWC's lead-lag study. I have applied this same 12-day lag for the AAWC direct
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1 payroll as a reasonable payment lag for payments to the affiliate AWWSC, which

2 provides services to AWC as well as AAWC.

3

4 Q~ Might a payment lag longer than 12 days be reasonable for payments to this

5 affiliate?

6 Yes. As shown on AAWC - Anthem Water Schedule B-6, lines 14 and 15, for example,

7 AAWC's overall weighted lags for Maintenance Expense and Other Operating Expenses

8 are 33.6 and 30.0 days, respectively. Consequently, applying the 12-day lag for AAWC's

9 direct payrolls as a payment lag for payments to the affiliate AWWSC is probably a bit

10 conservative.

11

12 3. Other Expense Adjustments

13 Q- Have you also adjusted Cash Working Capital for each district for your

14 recommended adjustments to operating expenses?

15 Yes. Schedule B-4 for each district on Attachment RCS-2 (for water) and RCS-3 (for

16 wastewater) also reflects adjustments for operating expense amounts.

17

18 Summarv of Cash Working Capital Adjustments

19 Q- What is your adjusted Cash Working Capital allowance for each district?

A.

A.

2 See, RUCO Attachment RCS-2 and RCS-3, Schedule B-4, line 1, Labor, for each respective district which
has a composite weighted payment lag of 12.00 days, meaning that payment is made, on average, 12
days after service is provided.



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adjusted
TY Rate

Base $ (108,000) $ (159,000) $ (112,000) $ (100,000) $ (82,000) $ (561,000)
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1 My recommended adjusted Cash Working Capital allowance is shown on Attachments

2 RCS~2 and RCS-3, Schedule B~4 for each district, and how it compares with AAWC's

3 request, is summarized in the following table:

Sunnnarv of Adjustments to Cash Working Capital

4

5

6 Iv. ADJUSTMENTS TO OPERATING INCOME

7 Q- Please describe how you have summarized RUCO's proposed adjustments to

8 operating income.

9 Attachment RCS-2 includes for each district, and in summary for the water systems and,

10 separately, for the wastewater districts included in AAWC's filing, a Schedule C that

11 shows AAWC's requested net operating income, RUCO adjustments, and RUCO's

12 adjusted net operating income. Schedule C.1 presents RUCO's recommended adjustments

13 to Arizona test year revenues and expenses. The impact on state and federal income taxes

14 associated with each of the recommended adjustments to operating income is also

15 reflected on Schedule C.1. AAWC's proposed adjusted test year net operating income and

16 RUCO's recommended adjusted net operating income for each district is summarized in

17

A.

A.

the following table :



Adjusted Net Operating Revenue Increase
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District
Anthem Water
Sun City Water
Anthem/Agua Fria Wastewater
Sun City Wastewater
Sun City West Wastewater
Total

Per Company Per RUCO Difference

1

$
$
$
$
$
$

514,448 s
861,085 $

(191,785) $
(51,593) $
618,443 $

1,750,598 $

667,437
1,354,113

23,202
64,724

740,390
2,849,864

$ 152,989
$ 493,028
S 214,987
$ 116,317
$ 121,947
S 1,099,266

2

3 The recommended adjustments to operating income are discussed below in the same order

4 as they appear on Schedule C.1.

5

6

7

Customer Ann ualization Correction (Anthem Water District)

Please explain RUCO Adjustment C-1.

8 AAWC's response to RUCO 2-48 says that RUCO witness Rodney Moored found errors in

9 the Company pro forma annualization for Anthem Water, which the Company is accepting

1 0 and will reflect in their rebuttal. RUCO Adjustment C-1 in Attachment RCS-2 reflects the

1 1 correction of such errors in computing the revenue requirement for Anthem Water. This

1 2 adjustment decreases the amount of annualized revenue at current rates for Anthem Water

1 3 by $9,456.

1 4

15

1 6

Rate Case Expense (All Districts)

What has AAWC requested for rate case expense?

1 7 AAWC has requested $678,425 for the current case, amortized over three years, plus

1 8 amortization of the remaining unamortized balance from prior rate cases. The $678,425

A.

A.

3 Mr. Moore will be presenting the rate design testimony for RUCO.



Direct Testimony of Ralph C. Smith
Docket Nos. W-01303A-09-0343 & SW-()1303A-09-0343
Page 33

1 is shown on AAWC witness Broderick's Exhibit TMB-2. The amounts requested for the

2 prior rate cases of $149,119 is from AAWC witness Kiser's direct testimony at page 10

3 and was requested over three years as an amortization in AAWC adjustment MI-IK-8.

4

5 Q- Why does the Company state it is asking for more rate case expense than in Docket

6 No. 08-0227?

7 Page 11 of AAWC witness Broderick's testimony states that: "The primary reason this

8 [$678,425] estimate is higher than the most recent (seven district) rate case is primarily

9 due to the anticipated additional requirement to provide a required public notice to all

10 154,000 Arizona-American customers of the proposed consolidated rates -- at a cost of

11 roughly $95,957. There is additional cost to have our rate design expert, Mr. Paul

12 Herbert, design, support and explain consolidated rates. We also anticipate mailing a

13 postcard to all customers concerning public meetings about rate consolidation at a cost of

14 approximately $40,000.39 AAWC Exhibit TMB-2 presents an itemization of the

15 Company's estimated rate case expense, by component, which sums to the $678,425. In

16 addition to the components mentioned above, this includes $230,000 for legal

17 representation, $65,000 for a cost of equity witness, $65,000 for a rate design witness,

18 $15,000 for compliance for an Anthem rate tiers study, $75,000 for "Shared Services"

19 which appears to be for affiliate labor-related charges, $20,000 for newspaper publishing

20 of initial public notice and ACC public comment meetings, $47,500 related to Company-

21 sponsored community meetings, and $50,329 for an initial public notice letter to 81,176

22 customers.

23

A.
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1 Q- Was a request made for the Company's supporting documentation?

2 Yes. A request for the supporting documentation was made in RUCO 2-40(a).

3

4 Q- What did that response state regarding the initial public notice?

5 With regard to the initial public notice, the response to RUCO 2-40(a) stated: "Overall,

6 to-date, expenses are running slightly under budget because the initial. required public

7 notice was sent as a bill insert and not as a separately mailed letter. However, legal

8 expenses are expected to later be over budget." (Emphasis supplied.) Company Exhibit

9 TMB-2 listed an estimated expense of $50,329 for the initial public notice.

10

11 Q- What amount of rate case expense was allowed in Decision No. 71410?

12 Decision No. 71410 states at page 39 that: "We find total rate case expense of $456,275,

13 normalized over three years and allocated across the seven districts using the Company's

14 four factor allocation methodology as agreed to by Staff to be reasonable, and will allow

15 it." (footnote omitted).

16

17 Q- What does that equate to as an average per-district?

18 The $456,275 for the seven districts would average $65,182 per district. As noted above,

19 the amount was allocated to the distnlcts using the four factor allocation, rather than a

20 straight average.

21

22 Q- Does there appear to be "economies of scale" in addressing multiple districts in a

23

A.

A.

A.

A.

single rate case?
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1 Yes. While there are some issues that pertain only to a single district, there are also

2 several common issues affecting all of the districts in the filing are addressed in the same

3 rate case. Also, the $456,275 for seven districts, which equates to $65,182 average per

4 district from Decision No. 71410, appears to be lower on a per-district basis than cases

5 Hled by AAWC having fewer districts.

6

7 Q. How many districts are included in the current AAWC filing?

8 Five districts, including three wastewater districts and two water districts.

9

10 Q- If the average cost per district from Decision No. 71410 for the seven districts

11 included in that case was used as a reasonableness check on AAWC's requested

12 amount, what would the equivalent amount be for the current case, which includes

13 five districts?

14 The $456,275 for the seven districts from Decision No. 71410 divided by 7 and multiplied

15 by 5 produces an amount of approximately $330,000:

/
X

$ 456,275 Decision No. 71410 For Seven Districts
7 Number of districts in last case
5 Number of districts in current case

$ 330,000 Approximate Equivalent 5 District Amount

16

17

18 Q- The Anthem and Agua Fria wastewater districts are combined in this case. If those

19

A.

A.

A.

districts were counted separately, what would the average "per district" cost be?
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1 If the Anthem and Agua Fria wastewater districts were counted separately, that would

2 mean 6 districts are included in the current AAWC filing, and the proportional amount

3 would be approximately $390,000:

/
x

$ 456,275 Decision No. 71410 For Seven Districts
7 Number of districts in last case
6 Number of districts in current case*

$ 390,000 Approndmate Equivalent 6 District Amount

*If Anthem and Agua Fria wastewater were considered
as separate districts

4

5 In summary, if all other things were equal, a rate case with fewer utility districts should

6 equate to a lower allowable total amount for rate case expense than a comparable filing

7 with a higher number of utility districts.

8

9 Q, Were the "unamortized" amounts from the prior rate case that A.AWC had

10 requested allowed?

11 No. Decision No. 71410, at page 39, addressed this and states as follows:

12

13

14

RUCO opposes the inclusion in rates set in this case [of] the $62,000 of
Decision No. 69440 rate case expenses, and Staff is in agreement. RUCO
argues that it should not be allowed because the amortization of rate case
expense for two separate rate cases in one rate case is not a normal recuning
expense, it would allow the Company to recover expenses associated with
rates that are no longer in effect, and it would reimburse the Company for an
expense that does not provide a benefit to current ratepayers.

15
16
17
18
19
20
21
22
23
24
25
26
27

A.

A.

"We agree with RUCO and Staff that it would be inappropriate to allow
Decision No. 69440 rate case expenses. As RUCO argues, allowing
recovery of the Decision 69440 rate case expenses would contravene the
ratemaking convention of setting rates at a normal recurring level of
expenses, and would improperly result in charging ratepayers for
expenditures related to rates that are no longer in effect, and it therefore
must be rejected. (footnotes omitted.)



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West
Wastewater Total

Adjusted
TY NOI s (27,003) S (24,304) s (31,679) $ (20,573) $ (18,954) $ (122,513
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1 Q- Has the Company identified the allowed amounts of rate case expense in other recent

2 AAWC rate cases?

3 Yes. The Company's response to RUCO 2-78(b) states that:

4 Decision No. 71410, dated December 8, 2009, allowed $456,275 in a seven district

5 rate case. Decision No. 70372, dated June 13, 2008 allowed $300,000 in a three

6 district rate case. Decision No. 70351, dated May 16, 2008 allowed $94,264 in a

7 one district rate case.

8 AAWC's response to RUCO 2-78(c) states that:

9

10

11

"The amortization period for Decisions No. 71410 and 70372 was three
years and Decision 70351 was four years."

12 Q. Please explain RUCO Adjustment C-2.

13 This adjustment removes the cost for the prior rate case, and provides for an allowance of

14 $460,000 for the current case, normalized over three years, for a normalized annual

15 allowance of $153,333. This normalized allowance is allocated to each district in

16 proportion to its four-factor allocator, as shown on Schedule C-2 in Attachment RCS-2 for

17 water and Attachment RCS-3 for wastewater, respectively. The adjustment to reduce

18 AAWC's requested rate case expense for each district is summarized below.

Sulrnnary of Adiustments to Rate Case Expense

19

20

21

A.

A.

Incentive Compensation Expense - AA WC Employees (All Districts)

Please explain RUCO Adjustment C-3.
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1 This adjustment removes 30 percent of the incentive compensation expense for AAWC

2 employees that the Company had included in the test year.

3

4 Q- How did you determine the amount of incentive compensation for AAWC employees

5 that the Company had included in the test year, inclusive of pro forma adjustments?

6 The amount was determined based on the Company's responses to RUCO data requests,

7 which had asked for such information, and from a review of underlying detail contained in

8 the Excel files that were provided by the Company. The 30 percent disallowance has also

9 been applied by the Commission to AAWC's incentive compensation expense in other

10 recent AAWC rate cases including Docket Nos. W/SW-01303A-08-0227, as discussed in

11 Decision No. 71410.

12

13 Q- Did RUCO ask AAWC data requests concerning the amount of incentive

14 compensation expense that was included in the test year, inclusive of pro forma

15 adjustments?

16 Yes. RUCO 2-6 and RUCO 3-2 asked for such information.

17

18 Q_ Does the information listed by AAWC in response to those data requests appear to

19 accurately present the full amount of incentive compensation expense that was

20 included in the test year, inclusive of pro forma adjustments?

21 No, it does not. As summarized in the following table, the amounts listed by AAWC in its

22 responses to RUCO 2-6 and RUCO 3-2 only appear to include the "corporate allocation"

23

A.

A.

A.

A.

amounts firm Account 501711 and that AAWC has included in its request, amounts



Direct Testimony of Ralph C. Smith
Docket Nos. W-01303A-09-0343 & SW-01303A-09-0343
Page 39

1 which include "l2/31/2008 recorded" plus the "corporate allocation" amounts in Account

2 501711, which are shown in columns A, B and C of the following table:

3

Incentive Plan Expense Requested by AAWC: Account 501711

Distn'ct

12/31/08 RU

Actual U

12/31/08 Corporate

Recorded Allocation

(A)
Anthem Water $ 3,496

Sun City Water $ 4,224

Anthem/Aqua Fda Wastew2 $ -

Sun City Wastewater

Sun City West Wastewater $ 17,753

Total  $ 25,473

(B)
$ 44,560

88 58,075

$ 58,795

$ 35,906

$ 30,382

$227,718

( C)
$ 48,056

$ 62,299

$ 58,795

33 35,906

$ 48,135

$ 253,191

$

$

s

S

$

$

Per

CO 2-6 &

R CO 3-2 Difference

(D)
44,560 $

58,075 S

58,795

35,906

30,382

227,718

(E)
3,496

4,224

$ _

$ _

$ 17,753

$ 25,473

4

5

6 I haveused the amounts listed in column C of the above table which total to $253,191 as

7 the basis for this adjustment. In response to RUCO 6-1, the Company clarified its

8 previous responses and confirmed that the amounts shown in column C accurately reflect

9 the incentive compensation expense included in its filing for these districts.

10

1 1 Q- Did the Company provide a copy of its incentive compensation plan?

12 Yes, a copy was provided in response to RUCO 2-6.

1 3

14 Q- Please briefly discuss the key provisions of the incentive compensation program.

1 5 According to the 2008 Annual Incentive Plan - Rewarding Achievement, the annual

16 incentive plan ("AlP" or "Plan") is designed to reward participants for the performance

17

A.

A.

results attained by such participants and the Company during the plan year. These
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1 perfonnance standards are comprised of the dirge following components: (1) Financial

2 (Corporate, Divisional/Regional and State), Operational and Individual.

3 Financial Component

4 The financial component is based on operating income. The performance level is

5 determined at the Corporate, Divisional/Regional and State levels. In 2008, more than

6 85% of the operating income target for the entire Company had to be achieved before

7 incentive compensation was awarded based on the corporate financial component of the

8 Plan, although such an award could be made on the Divisional/Regional and State

9 financial components if operating income exceeded 85% of the target. In addition, more

10 than 75% of the Corporate operating income target had to be achieved in order for any

11 payments to be made on any components of the Plan for the entire Company.

12

13 Operational Component

14 The operational component is based on the following:

Environmental Compliance: Environmental compliance is measured by "Notice of
Violation ("NOV") count defined as the number of times an official notice is
issued by a primacy agency for failure to comply with a federal, state or local
government statute or regulation that is covered under the scope of the American
Water Environmental Management Policy.

Safety Performance: Safety performance is measured on an OSHA Total
Recordable Incident Rate ("QR]R") which is defined as the rate of total injuries
requiring treatment beyond first aid per 200,000 hours worked. ORIR focuses on
total injury reduction which by extension improves Lost Work Day Case Rate
("LWCR") and correlates more closely to workers compensation claims and costs.
LWCR will remain a personal performance goal for the Operations and
Operational Risk Management functions.

15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32

Customer Satisfaction: Customer satisfaction is based on the results of the annual
Customer Satisfaction Survey ("CSS") conducted in the fourth quarter of each year
through randomly selected customer contacts in each state.
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Service Quality: Service quality is based on the annual results of the Service
Quality Surveys ("SQS") conducted throughout the year with customers having
had recent contact with a customer service or field service representative.

• Service Level: Percentage of calls answered in the Customer Service CeNter within
a certain timeframe.

Quality Measures (Shared Services Center): (1) SSC error rate .- number of
financial statement errors, (2) Reconciliations -- calendar year average of accounts
beyond policy, and (3) Timeliness of Processes - annual percentage of processes
conducted according to schedule (Ag. tax filings, consolidated financial
statements, external audit information submissions, days to image & process
invoices and Of com rate changes.

Compliance (Shared Services Center ("SSC") .- (1) External audit findings -
number of unrecorded differences and topside entries, (2) internal audit findings .-
number of instances of deviations from policy/procedures during SOX testing, and
(3) external filing requirements - annual reports and Commission reports
completed by established deadlines for SSC.

Each operational component discussed above is measured as follows:

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

Environmental Compliance - 25%
Safety Performance -- 25%
Customer Satisfaction -- 25%
Service Quality .- 25%

Individual Component

30 The individual component includes Performance Targets as agreed to by participants and

31 managers within the Companywide standard performance management process. The

32 Company will provide an AlP letter which outlines the Company component targets.

33 Individual performance is assessed using American Water's Performance Management

34 and Development Review ("PDR") process whereby the PDR requires each individual to

35 have five performance targets. Each of these five performance targets should be specific,

36 measurable and aligned with the Company's performance targets.

37
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1 Q. What criteria has the Commission found important in deciding issues concerning

2 utility incentive compensation in recent cases?

3 The criteria the Commission has found important in deciding this issue in recent cases are

4 described in various orders which have addressed the treatment of utility incentive

5 compensation expense for ratemaking purposes. In Decision No. 68487 (February 23,

6 2006), the Commission adopted Staffs recommendation for an equal sharing of costs

7 associated with the Southwest Gas Corporation's ("SWG") Management Incentive Plan

8 ("MH"') expense. For example, in reaching its conclusion regarding SWG's MAP, the

9 Commission stated in part on page 18 of Order 68487 that:

10

11

12

13

14

15

16

17

18

19

We believe that Staffs recommendation for an equal sharing of the costs
associated with MIP compensation provides an appropriate balance between
the benefits attained by both shareholders and ratepayers. Although
achievement of the performance goals in the MIN, and the benefits attendant
thereto, cannot be precisely quantified there is little doubt that both
shareholders and ratepayers derive some benefit from incentive goals.
Therefore, the costs of the program should be borne by both groups and we
find Staffs equal sharing recommendations to be a reasonable resolution.

20 AAWC has not refuted the fact that both shareholders and ratepayers derive some benefit

21 Hom incentive goals when such goals are achieved by AAWC employees.

22

23 Q- Do AAWC's shareholders and customers both benefit from the achievement of

24 incentive compensation program?

25 Yes. Shareholders benefit from the achievement of financial goals. Additionally,

26

A.

A.

shareholders benefit h*o1n the achievement of expense reduction and expense containment
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1 goals between rate cases. Shareholders and ratepayers can both benefit from the

2 achievement of customer service goals.

3

4 Q- Why have you used a 30 percent disallowance for the incentive compensation for

5 AAWC employees?

6 The 30 percent disallowance is what the Commission had determined for AAWC

7 incentive compensation in prior AAWC rate cases, including Decision No. 71410 and

8 68858.

9

10 Q. Could a higher percentage disallowance be justified?

11 I believe so. In general, incentive compensation programs can provide benefits to both

12 shareholders and ratepayers. The removal of 50% of the incentive compensation expense,

13 in essence, provides an equal sharing of such cost, and therefore provides an appropriate

14 balance between the benefits attained by both shareholders and ratepayers. Both

15 shareholders and ratepayers stand to benefit from the achievement of performance goals,

16 however, there is no assurance that the award levels included in the Company's proposed

17 expense for the test year will be repeated in future years.

18

19 Q- Please summarize your recommendation concerning AAWC's incentive

20 compensation expense.

21 I recommend continuing the 30 percent allocation for AAWC's incentive compensation

22 expense to shareholders ordered by the Commission in Decision No. 71410. This results

23

A.

A.

A.

in a reduction to test year expense of $75,959, as summarized in the table below.



District
Anthem
Water

S1111 City

W a t e r

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adjusted
TY NOI $  ( 1 4 , 4 1 7 ) $ (18,690) s (17,639) $ (10,772) $ (14 ,441) $ (75,959)

Amounts of Test Year Stock-Based Compensation Expense per
AAWC's Response to RUCO 2-25 :

Description
Account
Number Amount

0 .sonsCompensation - Stock 501716 $ 36,693
Compensation - Restricted Stock 501717 $ 28,834
Compensation - Restricted Stock Units 501718 $ 4,046
Total Test Year Stock-Based Compensation $ 69,573
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Summarv of Adjustments to Achievement Incentive Pav

1

2

3 Q. Does this adjustment address incentive compensation expense charged to AAWC

4 from affiliates?

5 No. The incentive compensation charged to AAWC from affiliates as part of the affiliate

6 Management Fee is addressed in a subsequent section of my testimony.

7

8

9

Stock-Based Compensation Expense (All Districts)

What expense for stock-based compensation has AAWC stated that it included in its

10 filing?

1 1 The Company's response to RUCO 2~25 listed the following amounts for stock-based

1 2 compensation:

1 3

1 4

A.

A.



Acct. Description
Anthem
Water

Sun City
Water

Anthem
Agua Fria

Wastewater
Sun City

Wastewater

Sun City
West

Wastewater Total
501717 Comp Exp-Restricted Stk $ 9,735 $12,688 $ 12,845 $ 7,845 $ 6,638 $49,751
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1 Q- Did you uncover conflicting information regarding the stock-based compensation

2 expense in Account No. 501717?

3 Yes. The Company's response to RUCO 2-25 indicated that for Account No. 501717

4 Comp-Restricted Stock, the Company listed the test year amount as $28,834. However, as

5 shown in the table below, the referenced Company workpaper indicated that AAWC

6 recorded a total of $49,751 during the test year for this expense in Account 501717 for the

7 districts that are the subj act of this proceeding:

8

9

10 In response to RUCO 6-3, AAWC stated that the Company inadvertently provided only

11 the Service Company portion of stock-based compensation in its response to RUCO 2-25.

12 In addition, the Company further stated in RUCO 6-3 that due to an accounting error,

13 some stock-based compensation was erroneously booked to an AAWC district that is not

14 part of this proceeding. As a result, in the response to RUCO 6-3, the Company provided

15 updated test year amounts for the Service Company and AAWC non-affiliate portions of

16 stock-based compensation included in cost of service.

17

18 Q- Has stock-based compensation expense been disallowed by the Commission in rate

19 cases for other utilities?

20 Yes. In Decision No. 69663, the Commission adopted Staff' s recommendation that stock-

21 based compensation be disallowed for Arizona Public Service Company ("APS").

22

A.

A.
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1 Q- Was the adjustment to remove APS' stock-based compensation expense made by the

2 Commission in the Company's last rate case despite attempts by APS to demonstrate

3 that its total compensation, including incentives, was reasonable?

4 Yes. At page 36 of Decision No. 69663, the Commission rejected an argument made by

5 APS that the Commission should look at the reasonableness of total compensation and not

6 at how compensation is determined or its individual components, when it stated as

7 follows :

8

9
10
11
12
13
14
15
16
17
18
19
20
21

APS argues that the issue is whether APS compensation, including
incentives, is reasonable. APS does not believe that the Commission should
look at how that compensation is determined or its individual components,
but rather should just look at the total compensation. The Company argues
that the interests of investors and consumers are not in fundamental conflict
over the issue of financial performance, because both want the Company to
be able to attract needed capital at a reasonable cost...We agree with Staff
that APS' stock-based compensation expense should not be included in the
cost of service used to set rates...To the extent that Pinnacle West
shareholders wish to compensate APS management for its enhanced
earnings, they may do so, but it is not appropriate for the utility's ratepayers
to provide such incentive and compensation.

22

23 Q-

24

Was stock-based compensation expense also disallowed in the Commission's decision

in a rate case involving UNS Electric, Inc.?

25

26

Yes, it was. In Decision No. 70360 at page 22, the Commission, in referencing a similar

decision regarding Southwest Gas Corporation as well as APS' last rate case stated:

27

28
29
30
31
32
33

A.

A.

For these same reasons, we agree with Staff that test year expenses should
be reduced to remove stock-based compensation to officers and
emp1oyees...The disallowance of stock-based compensation is consistent
with the most recent rate case for Arizona Public Service Company
(Decision No.69663).
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1

2 Q- Was stock-based compensation expense removed by Staff in other recent utility rate

3 cases?

4 Yes. Staff also removed the utility's stock-based compensation expense in the recent rate

5 cases of Tucson Electric Power Company, Docket No. E-01933A-07-0402 and Southwest

6 Gas Corporation, Docket No. G-01551A-07-0504.4

7

8 Q~ Please discuss the reasons for removing stock-based compensation.

9 Ratepayers should not be required to pay executive compensation that is based on die

10 performance of the Company's (or its parent company's) stock price. Additionally, prior

11 to being required to expense stock options for financial reporting purposes under

12 Statement of Financial Accounting Standards No. 123 Revised (SFAS 123R), the cost of

13 stock options was typically treated as a dilution of shareholders' investments, i.e., it was a

14 cost borne by shareholders. While SFAS 123R now requires stock option cost to be

15 expensed on a company's financial statements, this does not provide a reason for shifting

16 the cost responsibility for stock options from shareholders to utility ratepayers.

17

18 Q- Please explain your adjustment to AAWC's Stock-Based Compensation.

19 As shown on Schedule C-4, using the updated amounts reference above, this adjustment

20 decreases test year expense by $123,782 to reflect the removal of AAWC's stock-based

21 compensation for the AAWC districts in the current rate case. The expense of providing

A.

A.

A.

4 Staffs adjustment to remove TEP's stock-based compensation was incorporated into a settlement approved by the
Commission in Decision No.70628. The ALJ's recommended opinion and order in Docket No. G-01551A-07-0504
adopted Staffs adjustment to remove stock-based compensation expense, The Commission's Decision No 70665 in
that case adopted the adjustment to remove expense for Southwest Gas's stock-based compensation expense.



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
SUI] City

Wastewater
Sun City West
Wastewater Total

Adjusted
TY NOI $ (24,222) s (31,568) $ (31,959) $ (19,518) $ (16,515) $ (123,782
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1 stock options and other stock-based compensation to officers and employees beyond their

2 other compensation should be borne by shareholders and not by ratepayers.

3

4 Q- What adjustment do you recommend for AAWC's stock-based compensation

5 expense by district?

6 As shown on Schedule C-4, expense for the AAWC districts in the current rate case is

7 reduced by $123,782. The adjustment is summarized in the table below.

Suxnmaw of Adjustments to Stock-Based Compensation

8

9

10

11

Normalized Pension Expense (All Distriets)

What amount of pension expense has AAWC requested?

1 2 AAWC has requested pension expense of $2.090 million, before allocation among

1 3 districts, based on funding payments into the defined benefit pension plan Mst for 2009.

14

1 5 Q- How does the $2.090 million pro forma amount used by AAWC for Pensions

16 compare with the actual recorded expense in recent years?

1 7 It is significantly higher than any amount for the last five years, 2004-2008, as shown in

1 8

A.

A.

A.

the following table:
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Comparison of Annual Pension Amounts

Amount By Amount PercentYear
Actual Recorded:

2004
2005
2006
2007
2008

Averages :
2004-2008
2006-2008
2007-2008

$
$
$
$
$

146,893 [a]
317,798 [a]

1,013,141 [a]
903,222 la]

1,734,561 [a]

$
$
s
$
$

1,943,107
1,772,202
1,076,859
1,186,778

355,439

1322.8%
557.7%
106.3%
13 l .4%
20.5%

$

$

$

823,123
1,216,975
1,318,892

$

$

$

1,266,877
873,025
771,109

153.9%
71.7%
58.5%

AAWC Requested
RUCO Normalized

S

S

2,090,000 [b]
1,318,892 [c]

1

Notes and Source
[a] Annual recorded amounts from response to RUCO 2-60
[b] Company's requested amount is from AAWC Exhibit SLH-2
and is based upon 2009 funding contributions
[c] Based on two-year average, 2007-2008

2 The 2009 amount used by AAWC is abnormally high, and the unusually high amount

3 appears to be driven by the poor stock market performance that occurred with the

4 worldwide financial crises thatbegan Lmfolding in the second half of 2008.

5

6 Q- Do you have other concerns about AAWC's request for pension expense in this ease?

7 Yes, the amount requested by AAWC does not appear to have been based on its net

8 periodic pension cost that is accrued pursuant to Statement of Financial Accounting

9 Standards No. 87 ("FAS 87') but rather on a funding amount, which is subject to

10 management discretion. As explained in response to RUCO 2-52, A.AWC's requested

11 pension expense "is based upon the funding requirement for the upcoming year based

12 upon the actuarial report of Towers Pepin." A copy of that actuarial report was provided

13 in response to RUCO 2-52.

14

A.
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1 Q- What is shown in that actuarial report?

2 The actuarial report provided in the response to RUCO 2-52, dated March 2009, is for the

3 American Water Works Company, Inc. (A C) defined benefit pension plan, and

4 includes information on the following:

5 • Pension Cost for Fiscal Year Ending December 31, 2009

6 • Employer Contdbutions for Plan Year Beginning July 1, 2008

7

8 Q- Does the actuarial report show the net periodic pension cost per FAS 87?

9 Yes, it does.

10

11 Q- What was the FAS 87 Pension Cost amount and how does it compare with prior

12 years?

13 The FAS 87 pension cost for January 1, 2009 for AWWC is listed on page MS-2 of the

14 report and is $81,116,478 The 2009 expense is much higher than in previous years as

15 shown in the "History of Pension Cost" tables Hom page MS-4 of the report, which are

16

A.

A.

A.

reproduced for ease of reference below:
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History of Pension Cost

-r

1

2 The following table shows the relative dollar amounts in total and the percent of covered

3 pay:

History of Pension Cost

-Pension cost -

Percent Of
covered pay

Discount
rate

Fiscal
year

2009*

2008*

2007*

2006

2005

Amcwrnf

$ 81 ,116,478

39,625,996

38,968,697

40,327,980

38,845,672

26.1%

13.4

13.5

16.7

15.5

6.12%

6.27

5,90

5.65

6.00

* All values on or after 2007 reflect the merger of Eiizabeihtown Water Company Pension
Plan as cf December 31 2006.

4

5

y

As can be seen, the total cost for 2009 has more than doubled the cost of any of the prior

6 years, 2005 through 2008. Additionally, the cost as a "percent of covered pay" at 26.1

7 percent for 2009 is also almost double the 13.4 percent and 13.5 percent for the prior years

8 2008 and 2007, respectively. As shown on page SI-3 of the actual report, the dollar cost
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1 per active participant is $16,626 for fiscal 2009, which is more than double the

2 comparable amount of $7,842 for fiscal 2008.

3

4 Q- Does the actuarial report show how the pension cost under FAS 87 changed from

5 2008 to 2009?

6 Yes. This is shown at page MS-2, and summarized in the following table:

Change in Pension Cost and Cverfunded (Underfunded) PBO

The pension cost increased from s39,625,996 in fiscal 2008 to S81,116,478 in fiscal 2009 and the
underfunded PBO increased firm S(265,135,065) on January 1, 2008 to $(479,8I4,107), as set forth
below:

Pension Cost
Funded

Position

$ 39,625,996 8 (265,135,065)

(2,982,015) 42,493,168

Prior year

Change due to:

> Expected based on prior valuation

> Loss (gain) from noninvestmerlt
experience

> Loss (gain) from asset experience

> Assumption changes

> Plan amendments

Current year

1 ,762,793

37,809,962

4,899,742

0

8 81 ,116,478

('l6,002,728)

(209,099,734)

(32,069,748)

0

$ <479,814,107)
7

8 As can be seen, there was a loss on the assets of over $209 million which resulted in an

9 increase to the pension cost of approximately $37.8 million. Page MS-3 of the report lists

10 the following as "significant reasons" for the changes:

•

•

•

11

12

13

14

15

16

17

18

A.

•

The return on the fair value of plan assets since the prior measurement date was less
than expected, which increased the underfunded PBO and increased pension cost.
The assumed rate of future salary increases was lowered by 25 basis points, which
decreased pension cost and decreased the underfunded PBO.
The overtime assumption for union participants and nonunion, nonexempt participants
was increased, which increased the underhanded PBO and decreased pension cost.
The discount rate for benefit obligations was changed from 6.27% to 6.12%, which
increased pension cost and increased underfunded PBO.
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1

2

3

• Minor losses from what was assumed for plan demographics occurred, which
increased pension cost and increased underfunded PBO.

4 As described on page SI-1 of the actuarial report, the plan experienced a rate of return of

5 negative 24.6 percent in 2008, and had an investment return of negative $160 million.

6 This compares with a negative investment return of $41 .9 million in 2007, which equated

7 to a negative return of approximately 6.6 percent.

8

9 Q- You mentioned that the return on the AWWC defined benefit pension plan assets

10 was a negative 24.6 percent in 2008, which contributed to the abnormally high

11 pension expense that AAWC is seeking. Did the Company provide the return on

12 pension plan assets for 2009?

13 Yes. The Company's response to RUCO 2-95 states that, "the total return year-to-date

14 2009 is 20.34%."

15

16 Q» Does the actuarial report describe AAWC's funding policy for its defined benefit

17 pension plan?

18 Yes. This is discussed at page MS-6, as follows:

19
20
21
ZN
23
24
25
26
27
28
29
30

American Water's funding policy is to contribute an amount equal to the
minimum required contribution under ERISA. American Water may
increase its contribution above the minimum if appropriate to its tax and
cash position and the plan's funded position. American Water makes plan
contributions each plan year in four installments, one in August, one in
November, one in February, and one in May, which, in total, suffice to
cover the minimum funding requirement for the plan year, and, individually,
suffice to cover the quarterly requirements in October, January, April, and
July respectively of each planyear.

A.

A.

Plan year contdbutions were made in the amounts of $15,000,000 during
August of 2008, $15,000,000 during November of 2008, and $17,100,000
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1

2

3

during February of 2009.
dad during May of 2009.

Additionally, $17,100,000 is expected to be

4 Q- Are the funding contributions discretionary with management?

5 Yes. Within limits, the iimding contributions for a defined benefit pension plan are

6 discretionary with AWWC management.

7

8 Q- What are the limits based upon?

9 The limits typically involve looldng at three areas:

10 (1) the minimum required contribution under ERISA,

11 (2) the contribution needed to meet the funding target under the Pension Protection Act of

12 2006 ("pp"), and

13 (3) the maximum tax deductible contribution.

14 The ERISA and PPA analysis is sometimes used to establish the minimum amount of

15 annual funding. Frequently, there can be an extremely wide range between some of these

16 measures. For example, as described in the actuarial report on pages MS-5 and MS-6, the

17 estimated maximum tax deductible contribution was $737.3 million and the minimum

18 funding requirement under the PPA was approximately $64.2 million. These figures for

19 the plan year beginning July 1, 2008 are also shown on pages SI-6 and SI-8, along with

20 comparative information 80m the prior year. The difference between the maximum tax

21 deductible contribution of $737.3 million and the minimum required contribution of $64.2

22 million is over $673 million, and the amount to choose to contribute to the defined benefit

23 plan trust within this range is up to management discretion.

24

A.

A..
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1 Q- What do you recommend for pension expense in the current case?

2 I recommend using a two-year average of the FAS 87 amounts for pension expense to

3 establish a normalized level for AAWC in the current case. The use of an average is

4 needed because the 2009 results are abnormally high and reflect a FAS 87 amount that

5 almost doubled the 2007 and 2008 experience, largely due to the poor investment returns

6 experienced by the pension trust in the latter part of 2008 and early 2009.

7

8 Q~ Is it widely accepted to use the FAS 87 amounts for establishing pension expense in

9 utility ratemaking proceedings?

10 Based on my experience, yes it is. Regulatory commissions typically either base pension

11 expense upon the FAS 87 accruals, or use the cash funding contributions. Because the

12 range of potential cash funding contributions has become so wide in recent years, and is

13 subject to such a degree of management discretion, I believe it is better to base the

14 ratemaking allowance for pension expense on the FAS 87 results, normalized to remove

15 the abnormal results that affected the A C defined benefit plan for 2009 .

16

17 Q- How does your recommendation for a normalized level of pension cost compare with

18 prior years, and with AAWC's request, in terms of a cost per participant and

19 percent of covered pay?

20

A.

A.

A. These comparisons are presented in the following tables :



Pension Cost Per Active Participant and

As Percent of Covered Pay

Period
Per Active
Participant

Percent of
Covered Pay

Notes/
Source

Fiscal 2006 $ 8,836 16.70% [al
Fiscal 2007 $ 7,700 13.50% fa]
Fiscal 2008 S 7,842 13.40% far
Fiscal 2009 $ 16,626 26.10% a
RUCO Normalized $ 11,374 14.50% re
AAWC Requested $ 19,539 24.90% [CI

Notes/Source
[a] Per AWWC actuarial reports, May 2007 and March 2009
[b] RUCO adjustment, percent of covered pay estimated
[c] AAWC adjustment, percent of covered pay estimated
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1

2

3 Q- Has the parent company, AWWC, closed its defined benefit plan to new employees?

4 Yes. In general, employees hired or rehired after January 1, 2006 are not eligible to

5 participate in the AWWC defined benefit pension p1an.5

6

7 Q. Is closing or limiting participation in def'lned benefit pension plans consistent with an

8 overall trend?

9 Yes, it certainly appears to be. For example, in March 2009, the U.S. Government

10 Accountability Office issued a report (GA0-09-291, dated March 30, 2009)6, which

11 concluded that:

12

13

14

15

16

17

18

19

The number of privatedefined benefit (DB) pension plans, an important
source of retirement income for millions of Americans,has declined
substantially over the past two decades. For example, about 92,000
single-employer DB plans existed in 1990, compared to just under
29,000 single-employer plans today. Although this decline has been
concentrated among smaller plans,there is a widespread concern that
large DB plans covering many participants have modified, reduced, or

A.

A.

5 Details of eligibility are described in the March 2009 actuarial report at page SI-23, including certain exceptions for
certain union groups.
6 A copy of the complete GAO study can be obtained online at: http://www.gao.gov/new.items/d0929l.pdf
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1 otherwise frozen plan benefits in recent years. GAO was asked to
examine (1) what changes employers have made to their pension and benefit
offerings, including to their defined contribution (DC) plans and health
offerings over the last 10 years or so, and (2) what changes employers might
make with respect to their pensions in the future, and how these changes
might be influenced by changes in pension law and other factors. To gather
information about overall changes in pension and health benefit offerings,
GAO asked 94 of the nation's largest DB plan sponsors to participate in a
survey, 44 of these sponsors responded. These respondents represent about
one-quarter of the total liabilities in the nation's single-employer insured DB
plan system as of 2004. The survey was largely completed prior to the
current financial market difficulties of late 2008.

2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

GAO's survey of the largest sponsors of DB pension plans revealed that
respondents have made a number of revisions to their retirement
benefit offerings over the last 10 years or so. Generally speaking, they
have changed benefit formulas; converted to hybrid plans (such plans
are legally DB plans, but they contain certain features that resemble DC
plans); or frozen some of their plans. Eighty-one percent of responding
sponsors reported that they modified the formula for computing benefits for
one or more of their DB plans. Among all plans reported by respondents, 28
percent of these (or 47 of 169) plans were under a plan freeze--an
amendment to the plan to limit some or all future pension accruals for some
or all plan participants. The vast majority of respondents (90 percent, or 38
of 42 respondents) reported on their 401(k)-type DC plans. Regarding these
DC plans, a majority of respondents reported either an increase or no change
to the employer or employee contribution rates, with roughly equal
responses to both categories. About 67 percent of (or 28 of 42) responding
firms plan to implement or have already implemented an automatic
enrollment feature to one or more of their DC plans. with respect to health
care offerings, all of the (42) responding firms offered health care to their
current workers. Eighty percent (or 33 of 41 respondents) offered a retiree
health care plan to at least some current workers, although 20 percent of (or
8 of 41) respondents reported that retiree health benefits were to be fully
paid by retirees. Further, 46 percent of (or 19 of 4l) responding firms
reported that it is no longer offered to employees hired after a certain date.
At the time of the survey, most sponsors reported no plans to revise plan
fonnulas, freeze or terminate plans, or convert to hybrid plans before 2012.
When asked about the influence of recent legislation or changes to the rules
for pension accounting and reporting, responding firms generally indicated
these were not significant factors in their benefit decisions. Finally, a
minority of sponsors said they would consider forming a new DB plan.
Those sponsors that would consider forming a new plan might do so if there
were reduced unpredictability or volatility in DB plan funding requirements
and greater scope in accounting for DB plans on corporate balance sheets.
The survey results suggest that the long-time stability of larger DB



Average Cost Per Active Participant

As Adjusted

AWWC
Defined

Benefit Plan

Defined
Contribution

Plan

Excess Cost
for Defined

Benefit

Percent
Excess for

DB Plan
RUCO Normalized $ 11,374 $ 2,628 $ 8,746 333%
AAWC Requested $ 19,539 $ 2,628 $ 16,911 643%
Source: Pension adjustment worlcpaper
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1

2

3

4

plans is now vulnerable to the broader trends of eroding retirement
security. The current market turmoil appears likely to exacerbate this
trend.

5

6 Q- What type of pension plan does AWWC offer to employees hired after January 1,

7 2006?

8 The Company's pension expense workpaper states: "Beginning 1/1/06, the Company no

9 longer offers a Pension Plan to new hires. Instead, new hires get the Defined Contribution

10 Plan as a benefit. The Company will contribute 5.25% of Base Pay into a Defined

1 1 Contribution Plan."

1 2

1 3 Q - How does the cost of the Defined Contribution Plan compare with the cost of the

14 Defined Benefit plan?

1 5 The cost comparison is shown in the following table:

1 6

1 7 As can be seen, the defined benefit plan is substantially more costly on a "per active

1 8 participant" basis.

19

20 Q. Are you recommending any adjustment for the expense related to AAWC's Defined

21 Contribution Plan?

22

A.

A.

A. No.



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun city

Wastewater
Sun City West
Wastewater Total

Adjusted
TY NOI $ (39,203) $ (92,636) $ (72,483) $ (25,187) $ (50,830) $ (280,339
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1

2 Q- Does RUCO Adjustment C-5 cover pension costs that are charged to AAWC from

3 affiliated companies via the Management Fee?

4 No. RUCO Adjustment C-5 addresses the amount of nonnalized pension expense for

5 AAWC employees. There are significant additional charges to AAWC from the affiliated

6 Management Fee which include charges for pensions as well as numerous other expenses.

7 The affiliated charges to AAWC Hom the Management Fee, including the affiliated

8 charges for pensions, are addressed in a subsequent section of my testimony.

9

10 Q- What specific adjustment do you recommend?

11 I recommend an adjustment to decrease the Company's requested amount of pension

12 expense by $280,339 as shown on Attachment RCS-2 and RCS-3, Schedule C-5. The

13 amount of pension expense requested by AAWC for each district should be reduced by the

14 amounts listed below:

Summarv of Adiustments to Pension Expense

15

16

17 Q- Please explain the calculations on Schedule C-5.

18 The Company provided actual AAWC recorded pension expense for prior years in

19 response to RUC() 2-60. I have used the average of 2007 through 2008 as the basis for a

20

A.

A.

A.

normalized pension expense allowance. I have replaced the $2,090,643 abnormally high
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1 2009 result that AAWC used with the $1,318,892 normalized amount, and ran this

2 through the Company's detailed Excel file [AZ 2008 Labor_Pension Adjustment.x1s] to

3 derive an adjustment to decrease the Company's requested pension expense by $280,339

4 for all of the districts in the current case combined. Schedule C-5 shows the amount of

5 adjustment for each of the five districts in this proceeding. Schedule C-5.1, which consists

6 of two pages, reflects the results Hom using the recommended allowable level, based on

7 the three-year average to determine the normalized amount.

8

9

Normalized Other Post Employment Ben eats Expense (All Districts)

What amount of Other Post Employment Benefits ("OPEB") expense has AAWC

10 used?

11 As shown on Company Exhibit SLH-14, AAWC has used an OPEB expense of $95,763,

12 before allocation among AAWC districts and reduced it by a capitalization rate of 18.3

13 percent, to derive its proposed expense of $78,238.

14

15 Q- How does the $95,763 pro forma amount used by AAWC for OPEBs compare with

16 the actual recorded expense in recent years?

17 It is significantly higher than any amount for the last five years, 2004-2008, as shown in

18

A.

A.

the following table:



AAWC Request Exceeds
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Comparison of Annual OPEB Amounts

Amount By Amount Percent

$
S
$
$
$

73,823 [21]
63,196 [a]
74,032 la]
62,603 to]
75,723 la]

s
$
$
S
$

21,940
32,567
21,731
33,160
20,040

29.7%
51 ,5%
29.4%
53.0%
26.5%

Year
Actual Recorded:

2004
2005
2006
2007
2008

Averages:
2004-2008
2006-2008
2007-2008

$

3

$

69,875
70,786
69,163

$
$
SS

25,888
24,977
26,600

37.0%
35.3%
38.5%

AAWC Requested
RUCO Normalized

$
$

95,763 [b]
69,163 [C]

1

Notes and Source
[a] Annual recorded amounts from response to RUCO 2-60
[b] Company's requested amount is from AAWC Exhibit SLH-14
[c] Based on two-year average, 2007-2008

2

3 Q- Please explain RUCO Adjustment C-6.

4 This adjustment is shown on Schedule C-6 of Attachments RCS-2 and RCS-3 for water

5 and wastewater districts, respectively. This adjustment normalizes the OPEB expense,

6 using an average of 2007-2008 as the basis for deriving a normal level for ratemaldng

7 purposes. This adjustment reduces the $95,763 amount used by AAWC to $69,163,

8 before capitalization, and reduces the OPEB expense from $78,238 to $56,529, after

9 capitalization. The adjustment for each of the districts by the amounts is shown on

10 Schedule C-6 of Attachments RCS-2 and RCS-3. For all of the districts included in the

11 current rate case filing, the adjustment decreases OPEB expense by $10,389. The

12

A.

reduction to each district is shown in the following table:



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun city

Wastewater
Sun City West
Wastewater Total

Adjusted
TY NOI 35 (2,033) $ (2,650) $ (2,682) (1,638)$ $ (1,386) $ (10,389)
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Summarv of Adjustments to OPEB Expense

1

2

3

4

Donations, Memberslzqr Dues, Advertising and Miscellaneous (All Distriets)

Please explain RUCO Adjustment C-7.

5 This adjustment removes expenses for donations, membership dues, certain advertising

6 expense, and miscellaneous expenses, as shown on Attachment RCS-2, Schedule C~7.

7 These costs, which were identified Hom A C's response to RUCO 2-43, are

8 discretionary and not needed for the provision ofsafe and reliable utility service.

9

10 Q- Was an adjustment made to remove similar expenses in AAWC's last rate case?

11 It appears so. Decision No. 71410 at pages 35-36 states that: "The parties are in

12 agreement that downward expense adjustments should be made to remove civic and

13 charitable contributions, membership dues, and other related miscellaneous expenses not

14 typically recovered from customers, from each of the seven districts through the 4-factor

15 allocation methodology ...73

16

17 Q~ What adjustment should be made in the current AAWC's rate case?

18 The adjustment to remove expenses not typically recovered firm customers in the current

19 rate case is shown on Attachment RCS-2, Schedule C-7, and summarized in the following

20

A.

A.

A.

table :



District
Andaem
Water

SUI] City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West
Wastewater Total

Adjusted
TY NOI s (3,250) $ (4,237) (4,289)$ $ (2,620) (2,216)S (16,612)$
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Summary of Adjustments to Dues, Donations & Misc. Expense

1

2

3

Tank Maintenance Reserve Fund Accrual (Sun City Water)

What has AAWC requested for a Tank Maintenance Reserve Fund Accrual?

4 AAWC is requesting an additional expense for Sun City Water of $445,000 annually fora

5 Tank Maintenance Reserve Fund Accrual, as shown on Company Schedule C-2, page 29.

6

7 Q - What was the amount of test year Tank Maintenance Expense for Sun City Water?

8 A. Per A.AWC's Schedule C-2, page 29, line 15, the test year TaM< Maintenance Expense for

9 Sun City Water was $29,062.

10

1 1 Q - In the current case, did you request AAWC to provide its actual tank painting

1 2 expense so that a normalization adjustment could be considered?

1 3 Yes. RUCO 2-91(d) asked AAWC to:

14
15
16
17

"Provide the Company's actual tank painting expense, by district, by year,
for the ten~year period through 2009. Also indicate which specific tanks
were painted in each year, and the cost of painting each tank."

1 8 RUCO set Z of data requests is dated December 21, 2009.

19

20 Q- What information did AAWC provide in its response to RUCO 2-91(d)?

21 AAWC's response to RUC() 2-9l(d) stated in full: "Please see the attachment labeled

22

A.

A.

A.

"RUCO 2-91d Tank Painting Expenditures ls" for maintenance detail by district.
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1 Invoices are also included in this file." The response only included infonnation for the

2 2008 test year, and not for the ten-year period through 2009 as had been requested.

3 RUCO has notified the Company about its deficient response, however, to date the

4 Company has not supplemented its initial response to RUCO 2-91(d) to provide the

5 requested infonnation.

6

7 Q- Is the current case the first time AAWC has requested charging ratepayers in

8 advance for a Tank Maintenance Reserve?

9 No. The Commission recently rejected a similar proposal by AAWC in Docket Nos. W-

10 01303A-08-0227 et al. which would apparently have applied for all of the water districts

11 for which AAWC had sought rate increases in that case.

12

13 Q~ Please discuss the "Tank Maintenance Reserve" issue from Docket Nos. W-01303A-

14 08-0227 et al.

15 Decision No. 71410 discusses this issue at pages 36-37. At page 36, Decision No. 71410

16 describes the AAWC proposal as follows :

The Company proposed a reserve for water tank maintenance expense
which would provide an annual allowance for tank maintenance costs in
operating expenses. Under the Company's proposal, the funds collected
through rates would be recorded in a deferred liability account labeled
Reserve for Tank Maintenance, and the Reserve for Tank Maintenance
account would be charged as tank maintenance expenses are incurred,
reducing the balance of funds reserved.

17
18
19
20
21
22
23
24
25 RUCO had not opposed that AAWC adjustment in that docket, but Staff did. The

26 Commission concluded at page 37 of Decision No. 71410 concerning this as follows:

27
28

A.

A.

we do not believe that it is necessary or reasonable to adopt the
Company's proposal for advance funding of a Reserve for Tank
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1

2

3

4

5

6

7

8

9

Maintenance at this time. Because the tank maintenance expense reserve
account balance proposed by the Company is not based on known and
measureable Company expenditures, we find the normalization of tank
maintenance expenses proposed by Staff; which is based on a three year
average of expenses for each district, to be the more reasonable alternative.
Staff' s nonnalization adjustment will therefore be adopted for each of the
six water districts.

In summary, AAWC's proposed Reserve accrual was rejected, and the Commission

10 adopted a normalized amount based on a three-year average, as had been proposed by

11 Staff

12

13 Q- Please explain RUCO adjustment C-8.

14 This adjustment is shown on Attachment RCS-2, Schedule C-8 and removes the $445,000

15 additional pro forma accrual that AAWC seeks for Sun City Water to fund a Tank

16 Maintenance Reserve. The Company seeks to collect from ratepayers in advance for tank

17 maintenance. This Company request should be rej acted because the tank maintenance

18 expense reserve account balance proposed by the Company is not based on known and

19 measureable Company expenditures and therefore, not necessary or reasonable to adopt

20 the Colnpany's proposal for advance funding of a Reserve for ToMi Maintenance at this

21 time. As noted above, a similar AAWC proposal was opposed by Staff and rej ected by

22 the Commission in Decision No.71410.

23

24
25 Q.

Affiliated Management Fees (All Districts)
What affiliate companies/departments are charging Management Fees to AAWC?

26 American Water Works Service Company (AWWSC) appears to be the primary affiliate

27

A.

A.

that is charging Management Fees to AAWC. The Company's workpapers indicate that
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1 the following organizations or departments have charged Management Fees to AAWC

2 during the test year:

3 Belleville Lab

4 • Call Center

5 • Central Region

6 • Corporate

7 • ITS

8 • Northeast Region

9 • Shared Service Center

10 • Southeast Region

11 • Supply Chain

12 • Western Region

13

14 Q. Does it appear that there may be overlap between the functions and services that are

15 being paid for in the affiliated Management Fee charges to AAWC from

16 "Corporate", "Western Region" and possibly others?

17 Yes. The charges from "Corporate" and from the "Western Region" appear to include

18 charges to AAWC for many of the same types of functions as summarized in the

19

A.

following table:



Functions Charged to AAWC
In the Affiliate Management Fee

From "Corporate" From "Western Region"
Administration Administration
Audit
Communi Cati ons Communications
Finance Finance
Human Resources Human Resources
Legal Legal
Op orations Operations
Rates & Revenue
Risk Management Risk Management
Water Quality Water Quality

Customer Service
Engineering
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1

2

3 Q. Does it appear that the affiliated Management Fee charges to AAWC have received a

4 high degree of regulatory scrutiny in recent AAWC rate cases?

5 It does not.

6

7 Q- Have you been able to thoroughly review the affiliated Management Fee charges to

8 AAWC in the current AAWC rate case?

9 Not in the detail that these affiliated charges deserve. Shave asked and reviewed

10 discovery concerning some of the costs that have been included in AAWC's claim for

11 affiliated Management Fees.

1 2

1 3 Q - Have you uncovered other information on regulatory commission reviews of Service

14 Company charges to other American Water Works operating utilities, similarly

1 5

A.

A.

situated to AAWC, of which you believe the Commission should be aware?
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1 Yes. It has recently come to my attention that the California Public Utilities Commission

2 ("CPUC") Division of Ratepayer Advocates ("DRA") sponsored and presented a

3 regulatory audit of California-American Water Company's ("Ca1-Am") 2009 test year

4 revenue requirement, including a detailed review of General Office ("GO") and affiliated

5 Service Company charges to that water utility. Notably, out of the approximately $16.8

6 million in General Office expense for the 2009 test year that Cal-Am had requested, the

7 DRAW-sponsored detailed audit of such expenses, which included a review of affiliated

8 Service Company charges to Cal-Am (the regulated water utility), recommended

9 adjustments to decrease that expense by approximately $3.6 million, and recommended an

10 adjusted level of approximately $13.2 million. The $3.6 million represented a reduction

11 of approximately 21.5 percent to the $16.8 million that had been requested by Cal-Am for

12 such costs.

13 Section 6.3 of the CPUC's Decision No. 97-07-021 (July 9, 2009) discusses its

14 review of such charges. The CPUC determined that Cal-Am had not experienced

15 significant customer growth since its last general rate case, and required that Cal-Am

16 "must overcome a heavy burden to establish that the proposed increases will result in

17 reasonable rates." Of those GO and affiliated Service Company adjustments identified by

18 the DRA, the CPUC adopted an allowed amount of approximately $13.6 million, ordering

19 reductions based largely on the DRAW-recommended adjustments, and reduced Cal-Am's

20 request by approximately $3.2 million, or approximately 19 percent. The CPUC also

21 determined that that DRA's proposed adjustments brought Cal-Am's overall proposed

22 increase for GO costs into line with a benchmark comprised of inflation and customer

23

A.

growth.
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1 Some of the DRA's recommended adjustments in that recent Cal-Am rate case

2 appear to be for similar costs that are being charged to AAWC by AWWSC, including

3 cost for the A SC Business Development, and for concerns regarding the over-

4 allocation of Service Company charges to the regulated utility subsidiaries and

5 corresponding under-allocation to non-regulated businesses owned and operated by

6 American Water Works and its subsidiaries, and increased costs allocated to Cal-Am for

7 the national Service Company's Customer Service Center.

8

9 Q- Was there a subsequent modification to the CPUC's Decision No. 97-07-021?

10 The CPUC allowed Cal-Am to file a petition, which Cal-Am submitted on October 7,

11 2009, wherein Cal~Am petitioned the Commission to modify Decision 09-07-021

12 regarding General Office charges. The primary result of that petition appears to have been

13 a correction to an allocation to non-regulated operations, specifically, a reversal of the

14 Commission's allocation of 12 percent of the costs of six National Service Company

15 functions to non-regulated affiliate functions, along with some other allocation corrections

16 of less consequence.

17

18 Q. Have the Management Fees of AWWSC been reviewed in other utility rate cases?

19 To some extent, it appears they have. The results appear to vary on a case-by-case basis.

20 Each regulatory jurisdiction that regulates water and wastewater utilities owned by

21 AWWC makes its own determinations as to which costs are allowed or disallowed.

22

A.

A.
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1 Q- How have you utilized the information you obtained from CPUC Decision No. 97-07-

2 021 in the current AAWC rate case?

3 I used it as a source of background information, and asked AAWC discovery questions to

4 help identify questionable affiliate Management Fee expenses charged to AAWC that

5 perhaps should be the subject of ratemaldng disallowances or adjustments. I will be

6 discussing specific adjustments that should be made in the current AAWC rate case in

7 subsequent sections of my testimony.

8

9 Q- Please briefly describe the Management Fees that AAWC incurs from affiliates.

10 A considerable amount of AAWC's expenses come from affiliated company Management

11 Fee charges. For the 2008 test year, AAWC recorded affiliated Management Fees charged

12 to O&M expenses of approximately $11.62 million, per the Colnpany's response to

13 RUCO 4-1. In addition, AAWC is requesting a pro Ronna adjustment to increase this

14 expense by approximately $358,000.

15

16 Q- What pro forma adjustments did AAWC make to the affiliated Management Fees?

17 AAWC made three pro forma adjustments to increase the net amount of affiliated

18 Management Fee expense above the amoLult recorded in the 2008 test year for the five

19

A.

A.

A.

districts by approximately $358,000 as summarized below:



AAWC
Adj. Description

I11cII€2lsc

( D e c r e a s e )

MHK-3 Increase labor by 4% and benefits by 22% $ 364,586
MHK-4 Increase "Other" by 4% $ 81,530
MHK-5 Remove costs for corporate divestiture and non-

recurring projects $ (88,188)
Net Increase to Test Year Recorded Amount of
Affiliate Management Fees $ 357,928
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A.AWC Affiliate Management Fee Pro Formas

1

2

3 Q- How have you adjusted AAWC's request for Affiliate Management Fees?

4 I have adjusted the affiliated Management Fees requested by AAWC in the following

5 manner :

6 • I have allowed the 4 percent pay increase that AAWC represents occurred in

7 March 2009.7

8 • I accepted AAWC's adjustment to remove one-time charges associated with

9 corporate divestiture and non-recumlng projects.

10 • I reversed AAWC's proposed 4 percent pro forma increase for "Other Expense"

1 1 (Adjustment C-9).

1 2 • I removed AAWC's proposed 22 percent increase in employee benefits, which

1 3 includes a one-year 72.92 percent increase for pensions and a 26.34 percent

14 increase for OPEB, and assumed 4 percent increases for a number of other items,

1 5 including state and federal unemployment taxes (Adjustment C-10).

16 • I removed all incentive compensation expense included in the Management Fees

1 7 (Adjustment C-11).

A.

7 RUCO has agreed in the past to post test year wage increases that took place shortly after the end of the test year.
RUCO believes that the consistent application of regulation is good public policy and provides for a stable regulatory
environment. However, given the downturn in the economy, Arizona's high unemployment and foreclosure rate,
RUCO may consider disallowing the post test year wage increase in subsequent testimony.



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adjusted
TY NOI $ (15,954) $ (20,793) $ (21,050) S (12,855) $ (10,878 $ (81,530
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1 • I adjusted the 2008 recorded pension amount to a normalized amount based on a

2 two-year average of 2007-2008 (Adjustment C-12).

3 • I adjusted the 2008 recorded OPEB amount to a normalized amount based on a

4 two-year average of 2007-2008 (Adjustment C-13).

5 • I removed the cost for the A SC "Business Development" function

6 (Adjustment C- 14).

7 Each of these adjustments is discussed in a subsequent section of my testimony.

8

9

10

Ciliate Management Fees -- Remove 4 % Increase to "Other Expense"

Please summarize your recommended adjustment.

11 This adjustment removes AAWC's requested post-test year increase to Affiliate

12 Management Fees of 4 percent for "Other Expense". Expense for the Eve districts is

13 reduced by $81,530 as shown on Schedule C-9 and summarized on the table below.

Summarv of Adiustments to Management Fees - Other Expenses

14

15

16 C-10 Ajyiliate Management Fees Remove 22.22% Post Test Year Increase for Affiliate

17

18

Employee Benefts

Q, Please explain Adjustment C-10.

19 This adjustment removes AAWC's requested post-test year increase to Affiliate

20

A.

A.

Management Fees for a 22.22 percent increase in affiliate employee benefit costs. The



Post Test Year Percentage Increases
In Affiliate Employee Benefits
Requested by AAWC

Account

Percent
Increase

Over 2008
504100 Group Insurance 0.00%
505100 PBOP 26.34%
506100 Pension 72.92%
507100 401k 4.00%
508100 EIP 4.00%
508101 DCP 4.00%

0.508200 ESPP Er AG 4.00%
685320 FUTA 4.00%
685325 FICA 4.00%
685350 SUTA 4.00%
Affiliate Employee Benefits
Weighted Average Increase 22.22%

District
Anthem
Water

SUI] City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adjusted
TY NOI $ (53,795) $ (70,111) S (70,978) S (70,111) $ (36,678) $ (301,673)
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1 Company has requested percentage increases in affiliate employee benefits expense and

2 payroll taxes as follows:

3

4 The affiliate expenses for pensions and OPEB (PBOP) are being addressed below, by

5 adjusting the 2008 test year recorded amount to a normalized amount, based on a three-

6 year average of 2006-2008. AAWC has failed to substantiate that the other expense, such

7 as affiliate federal and state unemployment taxes and other benefits should be increased

8 beyond the test year recorded level. Expense for the five districts is reduced by $301,673

9 as shown on Schedule C-10, summarized on the table below.

Summary of Adjustments to Management Fees - Affiliate Emplovee Benefits

10

11

12 C-11 Affiliate Management Fees .- Remove Affiliate Incentive Compensation Expense



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adjusted
TY NOI $ (50,261) $ (65,506) $ (66,317) $ (40,500) $ (34,269) $ (256,853

District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West
Wastewater Total

Adjusted
TY NOI $ (833) $ (1,086) (1,099)$ $ (671) $ (568) (4,257)$
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1 Q~ Please explain Adjustment C-11.

2 This adjustment removes all identifiable incentive compensation expense included in the

3 affiliate Management Fees for the 2008 test year. Expense for the five districts is reduced

4 by $256,853 as shown on Schedule C-11 and summarized on the schedule below.

Summary of Adjustments to Management Fees - Affiliate Incentive Compensation

5

6

7

8

C-12 Afiliate Management Fees - Normalize Ciliate Pension Expense

Q. Please explain Adjustment C-12.

9 This adjustment normalizes the amount of affiliate pension expense that was included in

10 the Management Fee charges to AAWC for the 2008 test year. The affiliate employees

11 participate in the same AWWC pension plan (subj et to eligibility restrictions) as do

12 AAWC employees. Similar to the adjustment for the pension expense for AAWC,

13 discussed above in conjunction with Adjustment C-5, Shave provided for a normalized

14 expense based on a two-year average of 2007-2008. Expense for the five districts is

15 reduced by $4,257 as shown on Schedule C-12, summarized on the table below.

Summarv of Adjustments to Management Fees - Affiliate Pension Expense

16

17

A.

A.



Distn'ct
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West
Wastewater Total

Adjusted
TY NOI $ (1,410) $ (1,838) (1,860)S $ (1,136) $ (961) $ (7,206)

District
Anthem
Water

S1111 City

W a t e r

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West
Wastewater Total

Adjusted
TY NOI S (9,438) $ (12,301) 18 (12,453) $ (7,605) (6,435)s $ (48,232)
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1

2

C-13 Ajyiliate Management Fees - Normalize Affiliate OPEB Expense

Q. Please explain Adjustment C-13.

3 This adjustment normalizes the amount of OPEB expense that was included in the affiliate

4 Management Fee charges to AAWC for the 2008 test year. The affiliate employees

5 participate in the same AWWC OPEB plan (subject to eligibility restrictions) as do

6 AAWC employees. Similar to the adjustment for the pension expense for AAWC,

7 discussed above in conjunction with Adjustment C-6, Shave provided for a normalized

8 expense based on a two-year average of 2006-2008. Expense for the five districts is

9 reduced by $7,206 as shown on Schedule C-13 and summarized on the table below.

Summarv of Adjustments to Management Fees - Affiliate OPEB Expense

10

11

12

13

C-14 Ajyiliate Management Fees - Remove Ajyiliate "Business Development" Costs

Q, Please explain Adjustment C-14.

14 This adjustment removes all identifiable affiliate "Business Development" costs included

15 in the affiliate Management Fees for the 2008 test year. Expense for the five districts is

16 reduced by $48,232 as shown on Schedule C-14 and as summarized in the table below.

Sulrnnarv of Adiustments to Management Fees - Affiliate Business Development Costs

17

A.

A.



District
Anthem
Water

SUI) City
Water

AI1th€1"I]/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West
Wastewater Total

Adjusted
TY NOI $ (10,318) $ 15,169 $ (7,858) $ (1,854) s (2,748) (7,609)$

Direct Testimony of Ralph C. Smith
Docket Nos. W-01303A-09-0343 & SW-01303A-09-0343
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1

2 Q- Why should the affiliate "Business Development" costs that are included in the

3 Management Fee charges to AAWC be removed?

4 These charges should be removed because they are unnecessary for the provision of safe,

5 reliable and reasonably priced water and wastewater utility service in Arizona. Similar

6 costs were removed by the California PUC in the most recent California American Water

7 rate case.

8

9

10

C-15 Interest Synchronization (All Districts)

Q. Please explain Adjustment C-15.

11 The interest synchronization adjustment applies the weighted cost of debt to the

12 calculation of test year income tax expense. After adjustments, my proposed rate base

13 differs from that of the Company. Additionally, the weighted cost of debt recommended

14 by RUCO witness Rigsby differs from that requested by AAWC. This results in an

15 adjustment to the amount of synchronized interest included in the tax calculation. The

16 calculation of the interest synchronization adjustment is shown on Attachments RCS-2

17 (for water) and RCS-3 (for wastewater), Schedule C-15. This adjustment decreases

18 income tax expense and increases the Company's achieved operating income by a similar

19 amount, as summarized in the below table.

Summary of Adjustments to Income Tax Expense for Interest Synchronization

20

A.

A.
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1

2

3

C-16 Depreciation Expense (Sun City Water)

Q, Please explain RUCO Adjustment C-16.

4 As shown on Attachment B-2, Schedule C-16, AAWC's proposed depreciation expense

5 for Sun City Water is reduced by $36,961 based on applying the applicable depreciation

6 rates to the plant adjustment. The related adjustment to plant was discussed above in

7 conjunction with my rate base adjustment B-1 .

8

9

C-17 Depreciation Expense (Agua Fria Wastewater)

Q. Please explain RUCO Adjustment C-17.

10 This adjustment is shown on Attachment RCS-3, Schedule C-7 and reduces depreciation

11 expense for Anthem/Agua Fria Wastewater by $2,853 relating to the removal of two 75-

12 horsepower pumps that were retired from plant in service. The retirement of those pumps

13 was covered in my rate base shown on Attachment RCS-3, Schedule B-2, discussed

14 above.

15

16 Q- Does this conclude your testimony?

17

A.

A.

A. Yes, it does.
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Attachment RCS-1
QUALIFICATIONS OF RALPH c. SM1TH

Accomplishments
Mr. Smith's professional credentials include being a Certified Financial PlannerTm professional, a
licensed Certified Public Accountant and attorney. He functions as project manager on consulting
projects involving utility regulation, regulatory policy and ratemaking and utility management. His
involvement in public utility regulation has included project management and in-depth analyses of
numerous issues involving telephone, electric, gas, and water and sewer utilities.

Mr. Smith has performed work in the field of utility regulation on behalf of industry, public service
commission staffs, state attorney generals, municipalities, and consumer groups concerning
regulatory matters before regulatory agencies in Alabama, Alaska, Arizona, Arkansas, California,
Connecticut, Delaware, Florida, Georgia, Hawaii, Illinois, Indiana, Kansas, Kentucky, Louisiana,
Maine, Michigan, Minnesota, Mississippi, Missouri, New Jersey, New Mexico, New York,
Nevada, North Carolina, North Dakota, Ohio, Pennsylvania, South Carolina, South Dakota, Texas,
Utah, Vermont, Virginia, Washington, Washington DC, West Virginia, Canada, Federal Energy
Regulatory Commission and various state and federal courts of law. He has presented expert
testimony in regulatory hearings on behalf of utility commission staffs and interveners on several
occasions.

Project manager in Larkin & Associates' review, on behalf of the Georgia Commission Staff, of the
budget and planning activities of Georgia Power Company, supervised 13 professionals;
coordinated over 200 interviews with Company budget center managers and executives, organized
and edited voluminous audit report, presented testimony before the Commission. Functional areas
covered included fossil plant O&M, headquarters and district operations, internal audit, legal,
affiliated transactions, and responsibility reporting. All of our findings arid recommendations were
accepted by the Commission.

Key team member in the firm's management audit of the Anchorage Water and Wastewater Utility
on behalf of the Alaska Commission Staff, which assessed the effectiveness of the Utility's
operations in several areas, responsible for in-depth investigation and report writing in areas
involving information systems, finance and accounting, affiliated relationships and transactions,
and use of outside contractors, Testified before the Alaska Commission concerning certain areas of
the audit report. AWWU concurred with each of Mr. Smith's 40 plus recommendations for
improvement.

Co-consultant in the analysis of the issues surrounding gas transportation performed for the law
firm of Cravats, Shaine & Moore in conjunction with the case of Reynolds Metals Co. vs. the
Columbia Gas System, Inc, drafted in-depth report concerning the regulatory treatment at both
state and federal levels of issues such as flexible pricing and mandatory gas transportation.

Lead consultant and expert witness in the analysis of the rate increase request of the City of Austin
- Electric Utility on behalf of the residential consumers. Among the numerous ratemaking issues
addressed was the economies of the Utility's employment of outside services, provided both written
and oral testimony outlining recommendations and their bases. Most of Mr. Smith's
recommendations were adopted by the City Council and Utility in a settlement.
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Key team member performing an analysis of the rate stabilization plan submitted by the Southern
Bell Telephone & Telegraph Company to the Florida PSC; performed comprehensive analysis of
the Company's projections and budgets which were used as the basis for establishing rates.

Lead consultant in analyzing Soudiwestern Bell Telephone separations in Missouri, sponsored the
complex technical analysis and calculations upon which the firm's testimony in that case was
based. He has also assisted in analyzing changes in depreciation methodology for setting telephone
rates.

Lead consultant in the review of gas cost recovery reconciliation applications of Michigan Gas
Utilities Company, Michigan Consolidated Gas Company, and Consumers Power Company.
Drafted recommendations regarding the appropriate rate of interest to be applied to any over or
under collections and the proper procedures and allocation methodology to be used to distribute
arty refunds to customer classes.

Lead consultant in the review of Consumers Power Company's gas cost recovery refund plan.
Addressed appropriate interest rate and compounding procedures and proper allocation
methodology.

Project manager in the review of the request by Central Maine Power Company for an increase in
rates. The Maj or area addressed was the propriety of the Company's ratemaking attrition adjustment
in relation to its corporate budgets and projections.

Project manager in an engagement designed to address the impacts of the Tax Reform Act of 1986
on gas distribution utility operations of the Northern States Power Company. Analyzed the
reduction in the corporate tax rate, uncollectibles reserve, ACRS, unbilled revenues, customer
advances, CIAC, and timing of TRA-related impacts associated with the Company's tax liability.

Proj act manager and expert witness in the determination of the impacts of the Tax Reform Act of
1986 on the operations of Connecticut Natural Gas Company on behalf of the Connecticut
Depa ent of Public Utility Control - Prosecutorial Division, Connecticut Attorney General, and
Connecticut Department of Consumer Counsel.

Lead Consultant for The Minnesota Department of Public Service ("DPS") to review the Minnesota
Incentive Plan ("Incentive Plan") proposal presented by Northwestern Bell Telephone Company
("NWB") doing business as U S West Communications ("USWC"). Objective was to express an
opinion as to whether current rates addressed by the plan were appropriate from a Minnesota
intrastate revenue requirements and accounting perspective, and to assist in developing
recommended modifications to NWB's proposed Plan.

Performed a variety of analytical and review tasks related to our work effort on this project.
Obtained and reviewed data and performed odder procedures as necessary (1) to obtain an
understanding of the Company's Incentive Plan filing package as it relates to rate base, operating
income, revenue requirements, and plan operation, and (2) to formulate an opinion concerning the
reasonableness of current rates and of amounts included within the Company's Incentive Plan
filing. These procedures included requesting and reviewing extensive discovery, visiting die
Company's offices to review data, issuing follow-up information requests in many instances,
telephone and on-site discussions with Company representatives, and frequent discussions with
counsel and DPS Staff assigned to the project.
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Lead Consultant in the regulatory analysis of Jersey Central Power & Light Company for the
Department of the Public Advocate, Division of Rate Counsel. Tasks performed included on-site
review and audit of Company, identification and analysis of specific issues, preparation of data
requests, testimony, and cross examination questions. Testified in Hearings.

Assisted die NARUC Committee on Management Analysis with drafting the Consultant Standards
for Management Audits.

Presented training seminars covering public utility accounting, tax reform, ratemaking, affiliated
transaction auditing, rate case management, and regulatory policy in Maine, Georgia, Kentucky,
and Pennsylvania. Seminars were presented to commission staffs and consumer interest groups.

Pr evious Posi t ion s

With Larkin, Chapski and Co., die predecessor firm to Larkin & Associates, was involved
primarily in utility regulatory consulting, and also in tax planning and tax research for businesses
and individuals, tax return preparation and review, and independent audit, review and preparation
of financial statements.

Installed computerized accounting system for a realty management firm.

Education

Bachelor of Science in Administration in Accounting, with distinction, University of Michigan,
Dearborn, 1979.

Master of Science in Taxation, Walsh College, Michigan, 1981. Master's thesis dealt with
investment tax credit and property tax on various assets.

Juris Doctor, cum laude, Wayne State University Law School, Detroit, Michigan, 1986. Recipient
of American Jurisprudence Award for academic excellence.

Continuing education required to maintain CPA license and CFP®  certificate.

Passed ad] parts of CPA examination in first sitting, 1979. Received CPA certificate in 1981 and
Certified Financial Planning certificate in 1983. Admitted to Michigan and Federal bars in 1986.

Michigan Bar Association.

American Bar Association, sections on public utility law and taxation.

Partial list of utilitv cases participated in:

79-228-EL-FAC
79-231-EL-FAC
79-535-EL-AIR
80-235-EL-FAC

Cincinnati Gas & Electric Company (Ohio PUC)
Cleveland Electric Illuminating Company (Ohio PUC)
East Ohio Gas Company (Ohio PUC)
Ohio Edison Company (Ohio PUC)
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80-240-EL-FAC
U- 1933 *
U-6794
81-0035TP
81-0095TP
81-308-EL-EFC
810136-EU
GR-81-342
Tr-81-208
U-6949
8400
18328
18416
820100-EU
8624
8648
U-7236
U6633-R
U-6797-R
U-5510~R

Cleveland Electric Illuminating Company (Ohio PUC)
Tucson Electric Power Company (Arizona Corp. Commission)
Michigan Consolidated Gas Co. --16 Refunds (Michigan PSC)
Southern Bell Telephone Company (Florida PSC)
General Telephone Company of Florida (Florida PSC)
Dayton Power & Light Co.- Fuel Adjustment Clause (Ohio PUC)
Gulf Power Company (Florida PSC)
Northern States Power Co. -- E-002/Minnesota (Minnesota PUC)
Southwestern Bell Telephone Company (Missouri PSC))
Detroit Edison Company (Michigan PSC)
East Kentucky Power Cooperative, Inc. (Kentucky PSC)
Alabama Gas Corporation (Alabama PSC)
Alabama Power Company (Alabama PSC)
Florida Power Corporation (Florida PSC)
Kentucky Utilities (Kentucky PSC)
East Kentucky Power Cooperative, Inc. (Kentucky PSC)
Detroit Edison - Burlington Northern Refund (Michigan PSC)
Detroit Edison _ MRCS Program (Michigan PSC)
Consumers Power Company -MRCS Program (Michigan PSC)
Consumers Power Company - Energy conservation Finance
Program (Michigan PSC)
South Carolina Electric & Gas Company (South Carolina PSC)
Generic Working Capital Hearing (Michigan PSC)
Westcoast Transmission Co., (National Energy Board of Canada)
Southern Bell Telephone & Telegraph Co. (Florida PSC)

82-240E
7350
RH-1-83
820294-TP
82- 165-EL-EFC
(sub me A)
82-168-EL-EFC
830012-EU
U-7065
8738
ER-83-206
U-4758
8836
8839
83-07-15
81-0485-WS
U-7650
83-662
U-6488-R
U-15684
7395 & U-7397
820013-WS
U-7660
83-1039
U-7802
83-1226
830465-EI
U-7777
U-7779
U-7480-R
U-7488-R
U-7484-R
U-7550-R
U-7477-R**
18978

Toledo Edison Company(Ohio PUC)
Cleveland Electric Illuminating Company (Ohio PUC)
Tampa Electric Company (Florida PSC)
The Detroit Edison Company - Fermi II (Michigan PSC)
Columbia Gas of Kentucky, Inc. (Kentucky PSC)
Arkansas Power & Light Company (Missouri PSC)
The Detroit Edison Company - Refunds (Michigan PSC)
Kentucky American Water Company (Kentucky PSC)
Western Kentucky Gas Company (Kentucky PSC)
Connecticut Light & Power Co. (Connecticut DPU)
Palm Coast Utility Corporation (Florida PSC)
Consumers Power Co. (Michigan PSC)
Continental Telephone Company of California, (NevadaPSC)
Detroit Edison Co., FAC & PIPAC Reconciliation (Michigan PSC)
Louisiana Power & Light Company (Louisiana PSC)
Campaign Ballot Proposals (Michigan PSC)
Seacoast Utilities (Florida PSC)
Detroit Edison Company (Michigan PSC)
CP National Corporation (Nevada PSC)
Michigan Gas Utilities Company (Michigan PSC)
Sierra Pacific Power Company (Nevada PSC)
Florida Power & Light Company (Florida PSC)
Michigan Consolidated Gas Company (Michigan PSC)
Consumers Power Company (Michigan PSC)
Michigan Consolidated Gas Company (Michigan PSC)
Consumers Power Company - Gas (Michigan PSC)
Michigan Gas Utilities Company (Michigan PSC)
Detroit Edison Company (Michigan PSC)
Indiana & Michigan Electric Company (Michigan PSC)
Continental Telephone Co. of the South Alabama (Alabama PSC)
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R-842583
R-842740
850050-E1
16091
19297
76-18788AA
&76-18793AA

Duquesne Light Company (Pennsylvania PUC)
Pennsylvania Power Company (Pennsylvania PUC)
Tampa Electric Company (Florida PSC)
Louisiana Power & Light Company (Louisiana PSC)
Continental Telephone Co. of the South Alabama (Alabama PSC)

Detroit Edison - Refund - Appeal of U-4807 (Ingham
County, Michigan Circuit Court)

85-53476AA
& 85-534785AA Detroit Edison Refund - Appeal of U-4758

(Ingham County, Michigan Circuit Court)
Consumers Power Company - Gas Refunds (Michigan PSC)
United Telephone Company of Missouri (Missouri PSC)
Central Maine Power Company (Maine PSC)

New England Power Company (FERC)

U-8091/U-8239
TR-85-179**
85-212
ER-85646001
& ER-85647001
850782-E1 &
850783-EI
R-860378
R-850267
851007-WU
& 840419-sU
G-002/GR-86-i60
7195 (Interim)
87~01-03
87-01-02

Florida Power & Light Company (Florida PSC)
Duquesne Light Company (Pennsylvania PUC)
Pennsylvania Power Company (Pennsylvania PUC)

3673-
29484
U-8924
Docket No. 1
Docket E-2, Sub 527
870853
880069**
U-1954-88-102
T E-1032-88-102
89-0033
U-89-2688-T
R-891364
F.C. 889
Case No. 88/546*

87-11628*

890319~EI
891345~EI
ER 8811 0912]
6531
R0901595
90-10
89-12-05
900329-WS
90- 12-018
90-E-1185

Florida Cities Water Company (Florida PSC)
Northern States Power Company (Minnesota PSC)
Gulf States Utilities Company (Texas PUC)
Connecticut Natural Gas Company (Connecticut PUC))
Southern New England Telephone Company
(Connecticut Department of Public Utility Control)
Georgia Power Company (Georgia PSC)
Long Island Lighting Co. Q\lew York Dept. of Public Service)
Consumers Power Company .- Gas (Michigan PSC)
Austin Electric Utility (City of Austin, Texas)
Carolina Power & Light Company (North Carolina PUC)
Pennsylvania Gas and Water Company (Pennsylvania PUC)
Souther Bell Telephone Company (Florida PSC)
Citizens Utilities Rural Company, Inc. 8; Citizens Utilities
Company, Kinsman Telephone Division (Arizona CC)
Illinois Bell Telephone Company (Illinois CC)
Puget Sound Power & Light Company (Washington UTC))
Philadelphia Electric Company (Pennsylvania PUC)
Potomac Electric Power Company (District of Columbia PSC)
Niagara Mohawk Power Corporation, et al Plaintiffs, v.
Gulf+Western, Inc. et al, defendants (Supreme Coup County of
Onondaga, State of New York)
Duquesne Light Company, et al, plaintiffs, against Gulf+
Western, Inc. et al, defendants (Court of the Common Pleas of
Allegheny County, Pennsylvania Civil Division)
Florida Power & Light Company (Florida PSC)
Gulf Power Company (Florida PSC)
Jersey Central Power & Light Company (BPU)
Hawaiian Electric Company (Hawaii PUCs)
Equitable Gas Company (Pennsylvania Consumer Counsel)
Artesian Water Company (Delaware PSC)
Southern New England Telephone Company (Connecticut PUC)
Southern States Utilities, Inc. (Florida PSC)
Southern California Edison Company (California PUC)
Long Island Lighting Company (New York DPS)
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R-911966
1.90-07-037, Phase 11

U-1551-90-322
U-1656-91-134
U-2013-91-133
91-174***

U-1551-89-102
& U-1551-89-103
Docket No. 6998
TC-91-040A and
TC-91-040B

Pennsylvania Gas & Water Company (Pennsylvania PUC)
(Investigation of OPEBs) Department of the Navy and all Other
Federal Executive Agencies (California PUC)
Southwest Gas Corporation (Arizona CC)
Sun City Water Company (Arizona RUCO)
Havasu Water Company (Arizona RUCO)
Central Maine Power Company (Department of the Navy and all
Other Federal Executive Agencies)
Southwest Gas Corporation - Rebuttal and PGA Audit (Arizona
Corporation Commission)
Hawaiian Electric Company (Hawaii PUC)
Intrastate Access Charge Methodology, Pool and Rates
Local Exchange Can'iers Association and South Dakota
Independent Telephone Coalition
General Development Utilities - Port Malabar and
West Coast Divisions (Florida PSC)
The Peoples Natural Gas Company (Pennsylvania PUC)
Hawaiian Nonpension Postretirement Benefits (Hawaiian PUC)

9911030-WS &
911-67-WS
922180
7233 and 7243
R-00922314
& M-920313C006
R00922428
E- 1032-92-083 &
U~1656-92- 183

Metropolitan Edison Company (Pennsylvania PUC)
Pennsylvania American Water Company (Pennsylvania PUC)

92-09-19
E-1032-92-073
UE-92-1262
92-345
R-932667
U-93-60**
U-93-50**
U-93-64
7700
E-1032-93-111 &
U-1032-93-193
R-00932670
U-1514-93-169/
E-1032-93-169
7766
93-2006- GA-AIR*
94-E-0334
94-0270
94-0097
PU-314-94-688
94- 12-005-Phase I
R-953297
95-03-01
95-0342
94-996-EL-AIR
95-1000-E
Non-Docketed
Staff Investigation
E-1032-95-473
E-1032-95-433

Citizens Utilities Company, Agua Fria Water Division
(Arizona Corporation Commission)
Southern New England Telephone Company (Connecticut PUC)
Citizens Utilities Company (Electric Division), (Arizona CC)
Puget Sound Power and Light Company (Washington UTC))
Central Maine Power Company (Maine PUC)
Pennsylvania Gas & Water Company (Pennsylvania PUC)
Matanuska Telephone Association, Inc. (Alaska PUC)
Anchorage Telephone Utility (Alaska PUC)
PTI Communications (Alaska PUC)
Hawaiian Electric Company, Inc. (Hawaii PUC)
Citizens Utilities Company - Gas Division
(Arizona Corporation Commission)
Pennsylvania American Water Company (Pennsylvania PUC)
Sale of Assets CC&N from Contel of the West, Inc. to
Citizens Utilities Company (Arizona Corporation Commission)
Hawaiian Electric Company, Inc. (Hawaii PUC)
The East Ohio Gas Company (Ohio PUC)
Consolidated Edison Company (New York DPS)
Inter-State Water Company (Illinois Commerce Commission)
Citizens Utilities Company, Kauai Electric Division (Hawaii PUC)
Application for Transfer of Local Exchanges (North Dakota PSC)
Pacific Gas & Electric Company (California PUC)
UGI Utilities, Inc. - Gas Division (Pennsylvania PUC)
Southern New England Telephone Company (Connecticut PUC)
Consumer Illinois Water, Kankakee Water District (Illinois CC)
Ohio Power Company (Ohio PUC)
South Carolina Electric & Gas Company (South Carolina PSC)
Citizens Utility Company - Arizona Telephone Operations
(Arizona Corporation Commission)
Citizens Utility Co. - Northern Arizona Gas Division (Arizona CC)
Citizens Utility Co. - Arizona Electric Division (Arizona CC)
Collaborative Ratemaking Process Columbia Gas of Pennsylvania
(Pennsylvania PUC)
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GR-96-285
94-10-45
A.96-08-001 et al.

96-324
96-08-070, et al.

97-05-12
R-00973953

97-65

16705
E- 1072-97-067
Non-Docketed
Staff Investigation
PU-314-97- 12
97-0351
97-8001

U-0000-94-165

Missouri Gas Energy (Missouri PSC)
Southern New England Telephone Company (Connecticut PUC)
California Utilities' Applications to Identify Sunk Costs ofNon-
Nuclear Generation Assets, & Transition Costs for Electric Utility
Restructuring, & Consolidated Proceedings (California PUC)
Bell Atlantic .. Delaware, Inc. (Delaware PSC)
Pacific Gas & Electric Co., Southern California Edison Co. and
San Diego Gas & Electric Company (California PUC)
Connecticut Light & Power (Connecticut PUC)
Application of PECO Energy Company for Approval of its
Restructuring Plan Under Section 2806 of the Public Utility Code
(Pennsylvania PUC)
Application of Delmarva Power &Light Co. for Application of a
Cost Accounting Manual and a Code of Conduct (Delaware PSC)
Energy Gulf States, Inc. (Cities Steering Committee)
Southwestern Telephone Co. (Arizona Corporation Commission)
Delaware - Estimate Impact of Universal Services Issues
(Delaware PSC)
US West Communications, Inc. Cost Studies (North Dakota PSC)
Consumer Illinois Water Company (Illinois CC)
Investigation of Issues to be Considered as a Result of Restructuring of Electric
Industry (Nevada PSC)
Generic Docket to Consider Competition in the Provision
of Retail Electric Service (Arizona Corporation Commission)
San Diego Gas & Electric Co., Section 386 costs (California PUC)
Georgia Power Company Rate Case (Georgia PUC)
Pacific Gas & Electric Company (California PUC)
Investigation of 1998 Intrastate Access charge filings
(Alaska PUC)
Investigation of 1999 Intrastate Access Charge filing
(Alaska PUC)

98-05-006-Phase I
9355-U
97-12-020 - Phase I
U-98-56, U-98-60,
U-98-65, U-98-67
(U-99-66, U-99-65,
U-99-56, U-99-52)
Phase II of
97-SCCC-149-GIT
PU-314-97-465
Non-docketed
Assistance
Contract Dispute

Non-docketed Project
Non-docketed
Project
E-1032-95-417

T~105lB-99-0497

T-010518399-0105
A00-07-043
T-01051B-99-0499
99-419/420
PU314-99-119

98-0252

00-108
U-00-28

Southwestern Bell Telephone Company Cost Studies G(ansas CC)
US West Universal Service Cost Model (North Dakota PSC)
Bell Atlantic - Delaware, Inc., Review of New Telecomm.
and Tariff Filings (Delaware PSC)
City of Zeeland, MI - Water Contract with the City of Holland, MI
(Before an arbitration panel)
City of Danville, IL - Valuation of Water System (Danville, IL)
Village of University Park, IL - Valuation of Water and
Sewer System (Village of University Park, Illinois)
Citizens Utility Co., Maricopa Water/Wastewater Companies
et al. (Arizona Corporation Commission)
Proposed Merger of the Parent Corporation of Qwest
Communications Corporation, LCI International Telecom Corp.,
and US West Communications, Inc. (Arizona CC)
US West Communications, Inc. Rate Case (Arizona CC)
Pacific Gas & Electric - 2001 Attrition (California PUC)
US West/Quest Broadband Asset Transfer (Arizona CC)
US West, Inc. Toll and Access Rebalancing (North Dakota PSC)
US West, Inc. Residential Rate Increase and Cost Study Review
(North Dakota PSC
Ameritech - Illinois, Review of Alternative Regulation Plan
(Illinois CUB)
Delmarva Billing System Investigation (Delaware PSC)
Matanuska Telephone Association (Alaska PUC)
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Non-Docketed

00-11-038
00-11-056
00-10-028

98-479

99-457

99-582

99-03-04

Management Audit and Market Power Mitigation Analysis of the
Merged Gas System Operation of Pacific Enterprises and Enova
Corporation (California PUC)
Southern California Edison (California PUC)
Pacific Gas & Electric (California PUC)
The Utility Reform Network for Modification of Resolution E-
3527 (California PUC)
Delmarva Power & Light Application for Approval of its Electric
and Fuel Adjustments Costs (Delaware PSC)
Delaware Electric Cooperative Restructuring Filing (Delaware
PSC)
Delmarva Power & Light db Conectiv Power Delivery
Analysis of Code of Conduct and Cost Accounting Manual (Delaware PSC)
United Illuminating Company Recovery of Stranded Costs
(Connecticut OCC)
Connecticut Light & Power (Connecticut OCC)99-03-36

Civil Action No.
98-1117
Case No. 12604
Case No. 12613
41651
13605-U
14000-U
13196-U

Non-Docketed

Non-Docketed

West Penn Power Company vs. PA PUC (Pennsylvania PSC)
Upper Peninsula Power Company (Michigan AG)
Wisconsin Public Service Commission (Michigan AG)
Northern Indiana Public Service Co Overeamings investigation (Indiana UCC)
Savannah Electric & Power Company - FCR (Georgia PSC)
Georgia Power Company Rate Case/M&S Review (Georgia PSC)
Savannah Electric BL Power Company Natural Gas Procurement and Risk
Management/Hedging Proposal, Docket No. 13196-U (Georgia PSC)
Georgia Power Company & Savannah Electric & Power FPR
Company Fuel Procurement Audit (Georgia PSC)
Transition Costs of Nevada Vertically Integrated Utilities (US Department of
Navy)
Post-Transition Ratemaking Mechanisms for the Electric Industry
Restructuring (US Department of Navy)

Application No.
99-01 -016,
Phase I
99-02-05
01-05-I9-RE03

G-01551A-00-0309

00-07-043

Connecticut Light & Power (Connecticut OCC)
Yankee Gas Service Application for a Rate Increase, Phase I-2002-IERM
(Connecticut OCC)
Southwest Gas Corporation, Application to amend its rate
Schedules (Arizona CC)
Pacific Gas & Electric Company Attrition & Application for a rate increase
(California PUC)

97-12-020
Phase II
01-10-10
13711-U
02-001
02-BLVT-377-AUD
02-S&TT-390-AUD
01-SFLT-879-AUD

01-BSTT-878-AUD

Pacific Gas & Electric Company Rate Case (California PUC)
United Illuminating Company (Connecticut OCC)
Georgia Power FCR (Georgia PSC)
Verizon Delaware §27l(Delaware DPA)
Blue Valley Telephone Company Audit/General Rate Investigation (Kansas CC)
S&T Telephone Cooperative Audit/General Rate Investigation (Kansas CC)
Sunflower Telephone Company Inc., Audit/General Rate Investigation
(Kansas CC)
Bluestem Telephone Company,
(Kansas CC)

Inc. Audit/General Rate Investigation

P404, 407, 520, 413
426, 427, 430, 421/
CI-00-712

U-01-85

Sherbume County Rural Telephone Company, db as Connections, Etc.
(Minnesota DOC)
ACS of Alaska, db as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)
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U-01-34

U-01-83

U-01-87

ACS of Anchorage, db as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)
ACS of Fairbanks, db as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)
ACS of the Northland, db as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)
Verizon Delaware, Inc. UNE Rate Filing (Delaware PSC)
Wheat State Telephone Company (Kansas CC)
Golden Belt Telephone Association (Kansas CC)
Shoreham Telephone Company, Inc. (Vermont BPU)

Arizona Public Service Company (Arizona Corporation Commission)

96-324, Phase II
03-WHST-503-AUD
04-GnBT-l30-AUD
Docket 6914
Docket No.
E-01345A-06-009
Case No.
05-l278-E-PC-PW-42T Appalachian Power Company and Wheeling Power Company both d/b/a

American Electric Power (West Virginia PSC)
Docket No. 04-0113 Hawaiian Electric Company (Hawaii PUC)
Case No. U-14347 Consumers Energy Company (Michigan PSC)
Case No. 05-725-EL-UNCCincinnati Gas & Electric Company (PUC of Ohio)
Docket No. 21229-U Savannah Electric & Power Company (Georgia PSC)
Docket No. 19142-U Georgia Power Company (Georgia PSC)
Docket No.
03-07-0lREO I
Docket No. 19042-U
Docket No. 2004-178-E
Docket No. 03 -07-02
Docket No. EX02060363,
Phases I&II Rockland Electric Company (NJ BPU)
Docket No. U-00-88 ENSTAR Natural Gas Company and Alaska Pipeline Company (Regulatory

Commission of Alaska)

Connecticut Light & Power Company (CT DPUC)
Savannah Electric & Power Company (Georgia PSC)
South Carolina Electric & Gas Company (South Carolina PSC)
Connecticut Light & Power Company (CT DPUC)

Interior Telephone Company, Inc. (Regulatory Commission of Alaska)

South Central Telephone Company (Kansas CC)

Tri-County Telephone Company (Kansas CC)

Phase 1-2002 IERM,
Docket No. U-02-075
Docket No. 05-SCNT-
1048-AUD
Docket No. 05-TRCT-
607-KSF
Docket No. 05-KOKT-
060-AUD
Docket No. 2002-747
Docket No. 2003-34
Docket No. 2003-35
Docket No. 2003 -36
Docket No. 2003-37
Docket Nos. U-04-022,
U-04-023
Case 05-116-U/06-05
Case 04- 137-U
Case No. 7109/7160
Case No. ER-2006-0
Case No. ER-2006-0
Docket No. U-05-04
A-122250F5000

Kan Okla Telephone Company (Kansas CC)
Northland Telephone Company of Maine (Maine PUC)
Sidney Telephone Company (Maine PUC)
Maine Telephone Company (Maine PUC)
China Telephone Company (Maine PUC)
Standish Telephone Company (Maine PUC)

E-01345A-05-0816
Docket No. 05-304
05-806-EL-UNC
U-06-45

Anchorage Water and Wastewater Utility (Regulatory Commission of Alaska)
5-U Energy Arkansas, Inc. EFC (Arkansas Public Service Commission)

Southwest Power Pool RTO (Arkansas Public Service Commission)
Vermont Gas Systems (Department of Public Service)

315 Empire District Electric Company (Missouri PSC)
314 Kansas City Power & Light Company (Missouri PSC)
3,44 Golden Heart Utilities/College Park Utilities (Regulatory Commission of Alaska)

Equitable Resources, Inc. and The Peoples Natural Gas Company, d/b/a
Dominion Peoples (Pennsylvania PUC)
Arizona Public Service Company (Arizona CC)
Delmarva Power & Light Company (Delaware PSC)
Cincinnati Gas & Electric Company (Ohio PUC)
Anchorage Water Utility (Regulatory Commission of Alaska)

In
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03~93-EL-ATA,
06~1068-EL-UNC
PUE-2006-00065
G-04204A-06-0463 et, al
Docket No. 2006-0386
E-01933A-07-0402
G-0 l551 A-07-0504
Docket No.UE-072300
PUE-2008-00009
PUE-2008-00046
E-01345A-08-0172
A-2008-2063737

08-1783-G-42T
08-1761-G-PC

Docket No. 2008-0085
Docket No. 2008-0266
G-04024A-08-0571
Docket No. 09-29

Duke Energy Ohio (Ohio PUC)
Appalachian Power Company (Virginia Corporation Commission)
UNS Gas, Inc. (Arizona CC)
Hawaiian Electric Company, Inc (Hawaii PUC)
Tucson Electric Power Company (Arizona CC)
Southwest Gas Corporation (Arizona CC)
Puget Sound Energy, Inc. (Washington UTC)
Virginia-American Water Company (Virginia SCC)
Appalachian Power Company Wirginia SCC)
Arizona Public Service Company (Arizona CC)
Babcock & Brown Infrastructure Fund North America, LP. and The Peoples
Natural Gas Company, d/b/a Dominion Peoples (Pennsylvania PUC)
Hope Gas, Inc., db Dominion Hope (West Virginia PSC
Hope Gas, Inc., db Dominion Hope, Dominion Resources, Inc., and Peoples
Hope Gas Companies (West Virginia PSC)
Hawaiian Electric Company, Inc. (Hawaii PUC)
Young Brothers, Limited (Hawaii PUC)
UNS Gas, Inc. (Arizona CC)
Tidewater Utilities, Inc. (Delaware PSC)



Number Description
No. of
Pages Page No.

Revenue Requirement Summa Schedules - Total Water
A Calculation of Revenue Deficiency (Sufficiency) 1 2

A- 1 Gross Revenue Conversion Factor 1 3
B Adjusted Rate Base 1 4

B.1 Summa of Rate Base Adjustments 1 5
C Adjusted Net Operating Income 1 6

C.1 Summa of Net Operating Income Adjustments 3 7-9
D Capital Structure and Cost Rates 1 10

Revenue Requirement Summa Schedules - Anthem Water
A A Calculation of Revenue Deficiency (Sufficiency) 1 11

A-1(A Gross Revenue Conversion Factor 1 12
B A Adjusted Rate Base 1 13

B.1 (A) Summary of Rate Base Adjustments 1 14
C(A) Adjusted Net Operating Income 1 15

c.1 A) Summa of Net Operating Income Adjustments s 16-18

Revenue Requirement Summary Schedules - Sun City Water
A (SC) Calculation of Revenue Deficiency (Sufficiency) 1 19

A-1 (SC) Gross Revenue Conversion Factor 1 20
B (SC) Adjusted Rate Base 1 21

B.1 SC Summa of Rate Base Adjustments 1 22
C (SC) Adjusted Net Operating Income 1 23

C.1 SC Summa of Net Operating Income Adjustments 3 24-26

Rate Base Adjustments
B-1 Post-Test Year Additions to Plant - Well 5.1 - Sun City Water 1 27
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c-1 Customer Annualization Correction - Anthem Water 1 32
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C-6 OPEB Expense 1 39
C-7 Dues, Donations & Miscellaneous Expenses 1 40
C-8 Tank Maintenance Expense - Sun City Water 1 41

C-9 Management Fees - Other Expenses 1 42

c-10
Management Fees - Remove AAWC's Requested Post Test Year Increase in
Affiliate Employee Benefits 1 43

C-11 Management Fees _ Remove Affiliate Incentive Compensation Expense 1 44
C-12 Management Fees - Normalize Affiliate Pension Expense 1 45
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C-14 Management Fees - Remove Business Development Expense 1 47
C-15 Interest Synchronization 1 48
C-16 Depreciation Expense - Well 5.1 _ Sun City Water 1 49
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Attachment RCS-2
Accompanying the Direct Testimony of Ralph Smith

RUCO Accounting Schedules - Water Districts
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Arizona American Water Company
Gross Revenue Conversion Factor

Test Year Ended December 31, 2008

Attachment RCS~2
Schedule A-1
Docket No. W-01303A-09-0343
Page 1 of 1

Line
No. Description

Company
Proposed

(A)

RUCO
Proposed

(B)

1 Gross Revenue 100.00% 100.00%

2
3

Less:
Property Taxes
Bad Debt Expense

0.71%
0.31%

0.71%
0.31%

4 Taxable Income as a Percent 98.98% 98.98%

5 Less: Federal Income Taxes 31 .63% 31 .63%

6 Taxable Income as a Percent 67.35% 67.35%

7 Less: State Income Taxes 6.97% 6.97%

8 Change in Net Operating Income 60.38% 60.38%

9 Gross Revenue Conversion Factor 1.6561 1.6561

Notes and Source
Col.A: AAWC Filing, Schedule C-3

Combined state and federal income tax rate 38.60% 38.60%

Components of Revenue Requirement Increase

11
12
13
14
15
16

Net Income
Federal Income Taxes
State Income Taxes
Property Taxes
Uncollectibles
Total Revenue Increase

$
$
$
$
$
$

Amount
3,216,811
1,685,047

371,201
37,633
16,531

5,327,223

Percent
60.38%
31 .63%

6.97%
0.71 %
0.31 %

100.00%

17 Total Revenue Increase (From Schedule A) $ 5,327,222

\
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Arizona American Water Company - Total of Water Districts
Adjusted Net Operating Income

Test Year Ended December 31 , 2008

Attachment RCS-2
Schedule C
Docket No. W-01303A-09-0343
Page 1 of 1

Line
No. Description

Per
Company

(A)

RUCO
Adjustments

(B)

Per
RUCO

(C )

1
2
3

Revenues
Water Revenues
Other Revenues
Total Revenues

$
$
$

16,335,827
430,548

16,766,375

$
$
$

(9,456) 35

s

$

16,328,371
430,548

16,756,919(9,456)

(88,897)

(303,325)
(4,683)

(131 ,839)
(51 ,307)

4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
8

1,979,757
625,435

2,982,219
140,388

1 ,933
2,667,400

563,722
357,243
139,775
164,808
418,449

93,842
138,590
529,384
793,404

3,965,599
449,027
129,794

(749,929)
15,390,840

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

(7,487)
(445,000)
(36,961)

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

1,890,860
625,435

2,982,219
140,388

1,933
2,364,075

559,039
225,404

88,468
164,808
418,449

93,842
138,590
521,897
348,404

3,928,638
449,027
129,794

(335,901 )
14,735,369

Operating Expenses
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes Property Taxes
General Taxes - Other
Income Taxes
Total Operating Expenses

414,028
(655,471)

24 Utility Operating Income $ 1,375,535 $ 646,015 $ 2,021 ,550

25
26
27
28
29

Other Income & Deductions
Other Income 81 Deductions
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets
Total Other Additions/Deductions From Income

$
$
$
$
$

(2,568,483)
(32,427)

(7)
(2,600,917)

$
$
$
$
$

$
$
s
S
$

(2,568,483)
(32,427)

(7)
(2,600,917)

30 Net Profit (Loss) $ (1,225,382) $ 846,015 s (579,357)

31 Rate Base $ 85,616,088 $ (138,271) $ 85,477,817

32 Earned Rate of Return 1.61% 2.36%

Notes and Source
COLA: AAWC Filing, Schedule C-1
Col.B: Schedule C.1
COLC: CoLA + COI.B
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Arizona American Water Company - Anthem Water
Gross Revenue Conversion Factor

Test Year Ended December 31, 2008

Attachment RCS-2
Schedule A-1 (A)
Docket No. W-01303A-09-0343
Page 1 of 1

Line
No. Description

Company
Proposed

(A)

RUCO
Proposed

(B)

1 Gross Revenue 100.00% 100.00%

2
3

Less:
Property Taxes
Bad Debt Expense

0.80%
0.28%

0.80%
0.28%

4 Taxable Income as a Percent 98.92% 98.92%

5 Less: Federal Income Taxes 31.63% 3163%

6 Taxable Income as a Percent 67.29% 67.29%

7 Less: State income Taxes 6.97% 6.97%

8 Change in Net Operating Income 60.32% 60.32%

9 Gross Revenue Conversion Factor 1.G578 1.6578

Notes and Source
COLA: AAWC Filing, Schedule C-3

Combined state and federal income tax rate 38.60% 38.60%

Components of Revenue Requirement Increase

11
12
13
14
15
16

Net Income
Federal Income Taxes
State Income Taxes
Property Taxes
Uncollectibles
Total Revenue Increase

35
$
$

$
$
$

Amount
3,213,504
1,685,047

371,201
42,670
14,800

5,327,222

Percent
60.32%
31 .63%

6.97%
0.80%
0.28%

100.00%

17 Total Revenue Increase (From Schedule A) $ 5,327,222
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Arizona American Water Company - Anthem Water
Adjusted Net Operating Income

Test Year Ended December 31, 2008

Attachment RCS-2
Schedule C (A)
Docket No. W-01303A-09-0343
Page 1 of 1

Line
No. Description

Per
Company

(A)

RUCO
Adjustments

(B)

Per
RUCO

(C )

1

2

3

Revenues
Water Revenues
Other Revenues
Total Revenues

$
$
$

7,210,624
272,650

7,483,274

$
$
s

(9,456) $
$
$(9,456)

7,201,168
272,650

7,473,818

(38,639)

(131 ,691 )
(2,033)

(39,203)
(27,003)

4
5
6
7
8
9

10
11
12
13
14
15
15
17
18
19
20
21
22
23

$
$
$
$
$
$
$
$
$
$
$
$
$
$
s
$
$
$
s
$

754,087
625,435

1,259,637
103,351

1,933
1,158,078

209,326
105.808
64,489
71 ,553

183,101
33,826
50,044

229,300
140,803

2,399,893
292,953
34,882

(759,675)
6,968,825

$
s
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
s
$
$

(3,250)

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
s
$
$

Operating Expenses
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes - Property Taxes
General Taxes - Other
Income Taxes
Total Operating Expenses

79,375
(162,445)

715,448
625,435

1,259,537
103,351

1 ,933
1,025,387

207,293
58,505
37,486
71,553

183,101
33,825
60,044

226,050
140,803

2,399,893
292,953
34,882

(680,300)
6,806,380

24 utility Operating Income $ 514,448 s 152,989 $ 667,437

25
26
27
28
29

Other Income & Deductions
Other Income & Deductions
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets
Total Other AdditionslDeductions From Income

$
$
$
$
$

(1 ,722,901 )
(14,079)

(3)
(1 ,738,983) $

$
$
s
s
$

(1 ,722,901 )
(14,079)

(3)
(1 ,736,983)

30 Net Profit (Loss) s (1,222,535) s 152,989 s (1,069,54B)

31 Rate Base as 57,430,025 $ (138,271 ) $ 57,291,754

32 Earned Rate of Return 090% 1.16%

Notes and Source
CoI.A1 AAWC Filing, Schedule C-1
CoI.B: Schedule C.1
Col.C: Col.A + Col.B
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Arizona American Water Company - Sun City Water
Gross Revenue Conversion Factor

Test Year Ended December 31, 2008

Attachment RCS-2
Schedule A-1 (SC)
Docket No. W-01303A-09-0343
Page 1 of 1

Line
No. Description

Company
Proposed

(A)

RUCO
Proposed

(B)

1 Gross Revenue 100.00% 100.00%

2
3

Less:
Property Taxes
Bad Debt Expense

0.34%
0.09%

0.34%
0.09%

4 Taxable Income as a Percent 99.57% 99.57%

5 Less: Federal Income Taxes 31.63% 31 .63%

6 Taxable Income as a Percent 67.94% 67.94%

7 Less: State Income Taxes 6.97% 6.97%

8 Change in Net Operating Income 60.97% 60.97%

9 Gross Revenue Conversion Factor 1 .6402 1 .6402

Notes and Source
Col.A: AAWC Filing, Schedule C-3

Combined state and federal income tax rate 38.60% 38.60%

Components of Revenue Requirement Increase

11
12
13
14
15
16

Net Income
Federal Income Taxes
State Income Taxes
Property Taxes
Uncollectibles
Total Revenue Increase

Amount
$ 434,287
$ 225,312
$ 49,634
$ 2,431
$ 652
$ 712,316

Percent
60.97%
31 .63%
6.97%
0.34%
0.09%

100.00%

17 Total Revenue Increase (From Schedule A) $ 712,316
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Arizona American Water Company - Sun City Water
Adjusted Net Operating Income

Test Year Ended December 31, 2008

Attachment RCS-2
Schedule C (SC)
Docket No. W-01303A-09-0343
Page 1 of 1

Line
No. Description

Per
Company

(A)

RUCO
Adjustments

(B)

Per
RUCO

(C )

1
2
3

Revenues
Water Revenues
Other Revenues
Total Revenues

$
$
$

9,125,203
157,898

9,283,101

$
$
$

$

$

56

9,125,203
157,898

9,283,101

1 ,225,670 (50,258) 1,175,412

1 ,722,582
37,037

1 ,722,582
37,037

(171 ,633)
(2,650)

(92,636)
(24,304)

4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23

Operating Expenses
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation 8¢ Amortization
General Taxes - Property Taxes
General Taxes - Other
Income Taxes
Total Operating Expenses

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

1,509,322
354,396
251 ,435
75,286
93,255

235,348
60,016
78,546

300,084
652,601

1,565,706
156,074
94,912

9,746
8,422,016

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

(4,237)
(445,000)
(36,961)

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

1,337,689
351 ,746
158,799

50,982
93,255

235,348
60,016
78,546

295,847
207,601

1,528,745
156,074

94,912
344,398

7,928,988
334,652

(493,028)

24 Utility Operating Income $ 861,085 $ 493,028 $ 1,354,113

25
26
27
28
29

Other Income & Deductions
Other Income & Deductions
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets
Total Other AdditionsIDeductions From Income

$
$
$
$
$

(845,582)
(18,348)

(4)
(863,934) $

$
$
$
$
8

(845,582)
(18,348)

(4)
(863,934)

30 Net Profit (Loss) s (2,849) s 493,028 s 490,179

31 Rate Base $ 28,186,063 $ (1,785,140) $ 26,400,923

32 Earned Rate of Return 3.06% 5.13%

Notes and Source
Col.A: AAWC Filing, Schedule C-1
Col.B: Schedule C.1
Col.C: CoI.A + CoI.B
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Number Description
No. of
Pages Page No. Note

Revenue Requirement Summa Schedules - Total Wastewater
A Calculation of Revenue Deficiency (Sufficiency) 1 2

A-1 Gross Revenue Conversion Factor 1 3
B Adjusted Rate Base 1 4

B.1 Summa of Rate Base Adjustments 1 5

C Adjusted Net Operating Income 1 6

C.1 Summa of Net Operating Income Adjustments 3 7-9
D Capital Structure and CostRates 1 10

Revenue Requirement Summa Schedules - Anthem/Agua Fria Wastewater

A AAF Calculation of Revenue Deficiency Sufficiency 1 11
A-1 AAF Gross Revenue Conversion Factor 1 12
B AAF Adjusted Rate Base 1 13

B.1 AAF Summa of Rate Base Adjustments 1 14

C AAF Adjusted Net Operating Income 1 15

c.1 AAF Summa of Net Operating Income Adjustments 3 16~18

Revenue RequirementSummary Schedules - Sun City Wastewater
A SC Calculation of Revenue Deficiency (Sufficiency) 1 19
A-1 SC Gross Revenue Conversion Factor 1 20

B SC Adjusted Rate Base 1 21

B.1 SC) Summa of Rate Base Adjustments 1 22

C SC Adjusted Net Operating Income 1 23

(3.1 SC Summa of Net Operating Income Adjustments 2 24-25

Revenue Requirement Summa Schedules - Sun City West Wastewater
A SCW Calculation of Revenue Deficiency (Sufficiency) 1 26

A-1 SCW Gross Revenue Conversion Factor 1 27

B SCW Adjusted Rate Base 1 28
B.1 SCW) Summa of Rate Base Adjustments 1 29

C SCW) Adjusted Net Operating Income 1 30
C.1 SCW Summa of Net Operating Income Adjustments 3 31-33

Rate Base Adjustments
B-2 Plant Retirements - Anthem/Agua Fria Wastewater 1 34

B-3 Contributions In Aid of Construction A
B-4 Cash Working Capital 4 35-38

Net Operating Income Adjustments
C-2 Rate Case Expense 1 39

C-3 Achievement Incentive Pay 1 40
C-4 Stock-Based Compensation 1 41

C-5 Pension Expense 1 42
C-5.1 Calculations for pension expense adjustment A
C-6 OPEB Expense 1 43

C-7 Dues, Donations & Miscellaneous Expenses A
C-9 Management Fees - Other Expenses A

C-10

Management Fees - Remove AAWC's Requested Post Test Year Increase in Affiliate
Employee Benefits A

C-11 Management Fees - Remove Affiliate Incentive Compensation Expense A
C-12 Management Fees - Normalize Affiliate Pension Expense A
c-13 Management Fees - Normalize Affiliate OPEB Expense A
C-14 Management Fees - Remove Business Development Expense A
C-15 lnferest Synchronization 1 44

C-17 Depreciation Expense - Anthem/Agua Fria Wastewater Only 1 45
Total Pages (including Contents page) 45

Arizona American Water Company
Docket No. 01303A-09-0343

Attachment RCS-3
Accompanying the Direct Testimony of Ralph Smith

RUCO Accounting Schedules - Wastewater Districts

A: See Attachment RCS-2
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Arizona American Water Company - Anthem/Agua Fria Wastewater
Gross Revenue Conversion Factor

Test Year Ended December 31, 2008

Attachment RCS-3
Schedule A-1
Docket No. SW-01303A-09-0343
Page 1 of 1

Line
No. Description

Company
Proposed

(A)

RUCO
Proposed

(B)

1 Gross Revenue 100.00% 100.00%

2
3

Less:
Property Taxes
Bad Debt Expense

0.71 %
0.31 %

0.71%
0.31%

4 Taxable Income as a Percent 98.98% 98.98%

5 Less: Federal Income Taxes 31 .63% 31 .63%

6 Taxable Income as a Percent 67.35% 67.35%

7 Less: State Income Taxes 6.97% 6.97%

8 Change in Net Operating Income 60.38% 60.38%

9 Gross Revenue Conversion Factor 1.6561 1.6561

Notes and Source
Col.A: AAWC Filing, Schedule C-3

Combined state and federal income tax rate 38.60% 38.60%

Components of Revenue Requirement Increase

11
12
13
14
15
16

Net Income
Federal Income Taxes
State Income Taxes
Property Taxes
UncoIIectibles
Total Revenue Increase

$
$
$
$
$
$

Amount
4,588,038
2,403,331

529,432
53,674
23,577

7,598,052

Percent
60.38%
31 .63%

6.97%
0.71%
0.31%

100.00%

17 Total Revenue Increase (From Schedule A) $ 7,598,053
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Arizona American Water Company - Total of Wastewater Districts
Adjusted Net Operating Income

Test Year Ended December 31, 2008

Attachment RCS-3
Schedule C
Docket No. SW-01303A--9-0403
Page 1 of 1

Line
No. Description

Per
Company

(A)

RUCO
Adjustments

(B)

Per
RUCO

(C )

1
2
3

Revenues
Sewer Revenues
Other Revenues
Total Revenues

$
$
$

20,228,926
10,288

20,239,214

$
$
$

$
$
$

20,228,926
10,288

20,239,214

(110,844)

(369,662)
(5,706)

(148,500)
(71 ,206)

4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
s
$
$
$

2,556,566
10,524

679,980
709,941

3,602,842
3,250,764

804,856
447,520
174,416
201,008
511 ,824
163,430
180,591
882,166
446,357

5,749,606
589,432
181,327

(1 ,279,000)
19,864,150

$
$
$
$
$
$
$
$
$
$
$
$
$
s
$
$
$
$
$
$

(1 1,978)

$
$
$
s
s
$
$
$
$
$
$
$
$
$
$
$
$
s
$
$

2,445,722
10,524

679,980
709,941

3,602,842
2,881 ,102

799,150
299,020
103,210
201,008
511,824
163,430
180,591
882,166
446,357

5,737,628
589,432
181,327

(1 ,014,352)
19,410,902

Operating Expenses
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation 8= Amortization
General Taxes - Property Taxes
General Taxes - Other
Income Taxes
Total Operating Expenses

264,648
(453,248)

24 Utility Operating Income $ 375,064 $ 453,248 $ 828,312

25
26
27
28
29

Other Income & Deductions
Other Income & Deductions
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets
Total Other Additions/Deductions From Income

$
$
$
$
$

(2,409,B33)
(39,518)

1
(2,449,150)

$
$
$
$
$

$
$
$
$
$

(2,409,s33)
(39,518)

1
(2,449,150)

30 Net Profit (Loss) $ (2,074,085) $ 453,248 $ (1,620,838)

31 Rate Base $ 80,321,091 $ (363,233) $ 79,957,858

32 Earned Rate of Return 0.47% 1.04%

Notes and Source
Col.A: AAWC Filing, Schedule C~1
Col.B: Schedule C.1
Col.c2 Col.A + Col.B
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Arizona American Water Company - Anthem/Agua Fria Wastewater
Gross Revenue Conversion Factor

Test Year Ended December 31, 2008

Attachment RCS-3
Schedule A-1 (AAF)
Docket No. SW-01303A-09-0343
Page 1 of 1

Line
No. Description

Company
Proposed

(A)

RUCO
Proposed

(B)

1 Gross Revenue 100.00% 100.00%

2
3

Less:
Property Taxes
Bad Debt Expense

0.71%
0.31%

0.71%
0.31%

4 Taxable Income as a Percent 98.98% 98.98%

5 Less: Federal income Taxes 31.63% 31 .63%

6 Taxable Income as a Percent 57.35% 67.35%

7 Less: State Income Taxes 6.97% 6.97%

8 Change in Net Operating Income 60.38% 60.38%

9 Gross Revenue Conversion Factor 1.6561 1.6561

Notes and Source
Col.A: AAWC Filing, Schedule C-3

Combined state and federal income tax rate 38.60% 38.60%

Components of Revenue Requirement Increase

11
12
13
14
15
16

Net Income
Federal Income Taxes
State Income Taxes
Properly Taxes
Uncollectibles
Total Revenue Increase

$
$
$
$
$
$

Amount
3,198,399
1 ,675,403

369,076
37,417
16,436

5,296,731

Percent
60.38%
31 .63%

6.97%
0.71%
0.31%

100.00%

17 Total Revenue Increase (From Schedule A) $ 5,296,731

n
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Arizona American Water Company - Anthem/Agua Fria Wastewater
Adjusted Net Operating Income

Test Year Ended December 31, 2008

Attachment RCS-3
Schedule C (AAF)
Docket No. SW-01303A-09-0343
Page 1 of 1

Line
No. Description

Per
Company

(A)

RUCO
Adjustments

(B)

Per
RUCO

(C )

1

2

3

Revenues
Sewer Revenues
Other Revenues
Total Revenues

$
$
$

8,634,567
2,556

8,637,123

$
$
$

$
$
$

8,634,567
2,556

8,637,123

(49,598)

(173,758)
(2,682)

(72,483)
(31 ,679)

(4,289)

4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23

Operating Expenses
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes .. Property Taxes
General Taxes - Other
income Taxes
Total Operating Expenses

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

1,335,278
3,368

278,664
303,374
199,095

1 ,528,005
396,599
221 ,640

80,939
94,566

242,170
84,483
85,697

534,489
246,204

3,830,808
296,804

87,538
(1 ,020,813)
8,828,908

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

(2,853)

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
S
$
$
$
$

1,285,680
3,368

278,664
303,374
199,095

1 ,354,247
393,917
149,157
49,260
94,566

242,170
84,483
85,697

530,200
246,204

3,827,955
296,804

87,538
(898,458)

8,613,921
122,355

(214,987)

24 Utility Operating Income $ (191,785) $ 214,987 $ 23,202

25
26
27
28
29

Other Income & Deductions
Other Income 8< Deductions
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets
Total Other AdditionsIDeductions From Income

$
$
$
$
$

(t ,432,072)
(18,575)

(4)
(1 ,450,651 ) $

$
$
$
$
$

(1 ,432,072)
(18,575)

(4)
(1 ,450,651 )

30 Net Profit (Loss) $ 214,987 $

31 Rate Base

$ (1,642,438)

$ 47,735,732 s (177,490) $

(1,427,449)

47,558,242

32 Earned Rate of Return -0.40% 0.05%

Notes and Source
Col.A: AAWC Filing, Schedule C-1
Col.B: Schedule C.1
Col.C: CoI.A + ComB
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Arizona American Water Company - Sun City Wastewater
Gross Revenue Conversion Factor

Test Year Ended December 31, 2008

Attachment RCS-3
Schedule A-1 (SC)
Docket No. SW-01303A-09-0343
Page 1 of 1

Line
No. Description

Company
Proposed

(A)

RUCO
Proposed

(B)

1 Gross Revenue 100.00% 100.00%

2
3

Less:
Property Taxes
Bad Debt Expense

0.54%
0.08%

0.54%
0.08%

4 Taxable Income as a Percent 99.38% 99.38%

5 Less: Federal Income Taxes 31 .63° /o 31 .63%

6 Taxable Income as a Percent 67.75% 67.75%

7 Less: State Income Taxes 6.97% 6.97%

8 Change in Net Operating Income 60.78% 60.78%

9 Gross Revenue Conversion Factor 1 .6453 1.6453

Notes and Source
Col.A: AAWC Filing, Schedule C-3

Combined state and federal income tax rate 38.60% 38.60%

Components of Revenue Requirement Increase

11
12
13
14
15
16

Net Income
Federal Income Taxes
State Income Taxes
Property Taxes
Uncollectibles
Total Revenue Increase

Amount
$ 928,369
$ 483,132
$ 106,430
$ 8,282
$ 1,193
$1,527.406

Percent
60.78%
31 .63%

6.97%
0.54%
0.08%

100.00%

17 Total Revenue Increase (From Schedule A) $ 1,527,407
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Arizona American Water Company - Sun City Wastewater
Adjusted Net Operating Income

Test Year Ended December 31, 2008

Attachment RCS-3
Schedule C (SC)
Docket No. SW-01303A-09-0343
Page 1 of 1

Line
No. Description

Per
Company

(A)

RUCO
Adjustments

(B)

Per
RUCO

(C )

1
2
3

Revenues
Sewer Revenues
Other Revenues
Total Revenues

$
$
$

5,933,970
6,411

5,940,381

$
$
$

$
$
$

5,933,970
6,411

5,940,381

454,529 (30,290) 424,239

(106,114)
(1,638)

(25,187)
(20,573)

4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

Operating Expenses
Labor
Purchased Water
Fuel 8< Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes - Property Taxes
General Taxes - Other
Income Taxes
Total Operating Expenses

$
s
$
s
$
$
$
$
$
$
$
$
$
s
$
$
$
$
$
$

15,804
4,885

3,300,475
933,155
141 .193
75,595
49,683
57,656

145,686
40,868
44,944

104,503
61,533

679,999
157,456
34,880

(310,869)
5,991 ,974

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
s
$
$

(2,620)

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

15,804
4,885

3,300,475
827,041
139,555

50,408
29,110
57,656

145,686
40,868
44,944

101,883
61,533

679,999
157,456
34,880

(240,764)
5,875,657

70,105
(116,317)

24 utility Operating Income s (51 ,593) $ 116,317 $ 64,724

25
26
27
28
29

Other Income & Deductions
Other Income & Deductions
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets
Total Other Additions/Deductions From Income

$
$
$
$
$

(442,923)
(11 ,344)

3
(454,264) $

$
$
s
$
$

(442,923)
(11 ,344)

3
(454,264)

30 Net Profit (Loss) s (505,857) $ 116,317 s (389,540)

31 Rate Base $ 14,764,087 $ (103,743) $ 14,660,344

32 Earned Rate of Return -0.35% 0.44%

Notes and Source
Col.A: AAWC Filing, Schedule C-1
CoI.B: Schedule C.1
Col.C: COLA + Col,B
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Arizona American Water Company - Sun City West Wastewater
Gross Revenue Conversion Factor

Test Year Ended December 31, 2008

Attachment RCS-3
Schedule A-1 (SCW)
Docket No. SW~01303A-09-0343
Page 1 of 1

Line
No. Description

Company
Proposed

(A)

RUCO
Proposed

(B)

'I Gross Revenue 100.00% 100.00%

2
3

Less:
Property Taxes
Bad Debt Expense

0.49%
0.02%

0.49%
0.02%

4 Taxable Income as a Percent 99.49% 99.49%

5 Less: Federal Income Taxes 31.63% 31 .63%

6 Taxable Income as a Percent 67.86% 67.86%

7 Less: State Income Taxes 6.97% 6.97%

8 Change in Net Operating Income 60.90% 60.90%

9 Gross Revenue Conversion Factor 1.6422 1 .6422

.Notes and Source
COLA: AAWC Filing, Schedule C-3

Combined state and federal income tax rate 38.60% 38.60%

Components of Revenue Requirement Increase

11
12
13
14
15
16

Net Income
Federal Income Taxes
State Income Taxes
Property Taxes
Uncollectibles
Total Revenue Increase

Amount
$ 461,268
$ 239,597
$ 52,781
$ 3,699
$ 132
$ 757,477

Percent
60.90%
3163%

6.97%
0.49%
0.02%

100.00%

17 Total Revenue Increase (From Schedule A) $ 757,477
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Arizona American Water Company - Sun City West Wastewater
Adjusted Net Operating Income

Test Year Ended December 31, 2008

Attachment RCS-3
Schedule C (SCW)
Docket No. SW-01303A--9-0343
Page 1 of 1

Line
No. Description

Per
Company

(A)

RUCO
Adjustments

(B)

Per
RUCO

(C )

1
2
3

Revenues
Sewer Revenues
Other Revenues
Total Revenues

$
$
$

5,660,389

1 ,321
5,661 ,710

$
$
$

$
$
$

5,660,389
1,321

5,661,710

(30,956)
Operating Expenses
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting

(89,790)
(1,386)

(50,830)
(18,954)

4

5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23

Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes - Property Taxes
General Taxes - Other
Income Taxes
Total Operating Expenses

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

766,759
7,156

385,512
401 ,682
103,272
789,604
267,064
150,285
43,794
48,786

123,968
3a,079
49,950

243,174
138,620

1,238,799
135,172
58,909
52,682

5,043,267

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

(2,216)

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

735,803
7,156

385,512
401,682
103,272
699,814
265,678
99,455
24,840
48,786

123,968
38,079
49,950

240,958
138,620

1,238,799
135,172
58,909

124,868
4,921 ,320

72,186
(121,947)

24 Utility Operating Income $ 618,443 $ 121,947 $ 740,390

25
26
27
28
29

Other Income & Deductions
Other Income & Deductions
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets
Total Other AdditionslDeductions From Income

$
$
$
$
$

(534,638)
(9,599)

2
(544,235)

$
$
$
$
$

$
$
$
$
$

(534,638)
(9,599)

2
(544,235)

30 Net Profit (Loss) $ 74,208 $ 121,947 $ 196,155

31 Rate Base $ 17,821,272 $ (82,000) s 17,739,272

32 Earned Rate of Return 3.47% 4.17%

Notes and Source
Col.A: AAWC Filing, Schedule C-1
Col.B: Schedule C.1
Col.C: Col.A + Col.B
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW~01303A-09-0343

Response provided by:
Title:

Linda Gutowski
Senior Rate Analyst

Address: 19820 n. 7th Street, Suite 201
Phoenix, AZ 85024

Company Response Number: STF 7.3

Agua Fria Wastewater District

Two 75-HP final effluent pumps in Verrado WWTP were retired since 2007.
According to Schedule B-2 (referenced to workpaper SLM-1 page 4, Witness
Sandra Murrey), $3,355 were removed from the plant addition/retirement sheet
under the pumping equipment account (Object Account #101000, Subject Account
#371100). Please confirm if the $3,355 is for the two pumps. If not, please state
the original costs for the two pumps.

The $3,355 is not for the 2 effluent pumps at Verrado. The original cost for the 2
pumps is $52,636.25 and our Engineering Department has been notified that a
retirement work order should be created to retire the pumps as soon as possible.
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Sheryl L. Hubbard
Manager, Rates 8¢ Regulation

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-74

For each AzAWC rate area please provide the following information:

a. A copy of a sample billing for each type of customer.

b. Does the billing state when the bill is due? If not, explain fully why not.

c. When is the bill due for each type of customer?

d. How does the Company determine what "due date" to show on customer
billings?

e. Are customers subject to any late charge if the bill payment is not received
by the due date printed on the bill? If not, explain fully why not. If so, please
identify the amount (or percentage) of late charge, and describe when it
begins to apply.

Do AZAWC customers, on average, pay their bills by the due date printed
on the bill? If not, explain fully why not.

g. What amount of Late Charge revenue has AzAWC reflected in the test year
for each rate area? Please break out between residential and commercial if
possible.

h. What number of residential and commercial customers did AzAWC use for
the test year by rate area?

How many late payments per average customer does the Late Charge
revenue projected by AzAWC for the test year represent? Please respond
for each rate area, if different.

Please provide an aging of accounts receivable by rate area, for each
month of 2007, 2008 and 2009.

k. Please provide the average daily amount of (1) Accounts Receivable and
(2) Allowance for Doubtful Accounts for each rate area for 2008.

Customer bills are confidential and will be provided subject to the
Confidentiality Agreement between the Company and RUCO.

a.

b.

j.

f.

i.

Yes.
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Due dates are 20 days after the bitting date and it does not differ by type of
customer.

It is 20 days after the bill date. Since we bill on Mondays through Fridays
only, the due date is on Mondays through Fridays 4 weeks later.

Customers are subject to a 1-1/2% late charge. It begins by being posted to
the account on day 21 .

f.

g.

Yes.

Late Charge Revenue reflects actual experience for the test year. No
change in level of Late Charge Revenue is included in the adjusted test
year figures. The breakdown between residential and commercial Late
Charge Revenue is not available.

403101 l
Anthem Water

Oth Rev-Forfeited Discou
$25,193

$10,368Sun City Water

Water and Sewer Late Charges are booked to the Water District. The
amounts subject to late charges include Water Charges, Sewer Charges,
Other Charges and Fixed Charges. Other Charges are items such as
Establishment Fees or Reconnect Fees. Fixed Charges are fire services.

Please see Schedule H-2 for the average customers by Rate Schedule, and
see the specific tab for the rate schedule in the H Schedules for the total
number of bills in the test year by rate schedule.

Unadjusted actual experience during the test year was used in the
Company's f iling. Please see the at tachment, RUCO 2-74i Late
Payments.xls.

The aging reports are deleted from the system after a short period of time.
We are investigating what is required to to restore the aging reports by
district. The reports are available for the Company as a whole, but not at
the district specific level of detail. If the Company as a whole would suffice,
please let the me know.

1.

d.

e.

c.

i.

h.

k. Please see the lead/lag study for the average daily balance of accounts
receivable for each district. The Provision for the Allowance for Doubtful
Accounts is booked once each month to the Corporate account. See the
attachment RUCO 2-74k Allow Dbtfl Accts.xls for the average daily balance.
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ARIZONA PUBUC SERVICE COMPANY
CASH WORKINGCAPITAL REQUIRED FOR OPERATINGEXPENSES - LEADLAG STUDY

TWELVE MONTHS ENDEDDECEMBER 31, 2007
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LINE DESCRIPTION
ORIGINAL
AMOUNT

(1)

PRO
FORMA

(2)

APPLIED
AMOUNT

(3)

REVENUE
LAG

DAYS

(4)

EXPENSE
LAG
DAYS

(5)

NET
LAG

DAYS

(8)

CWC
FACTOR

(7)

WORKING
CAPITAL

REQUIREMENT

(8)

r?_>-6(» a.) 221 .310.726
462.349.260
23,389,836
5,043,000

902,574

221 .310,726
462,349,260
23,3B9,836
5,043,000

902,574

38.17076
3B.17076
000000

38.17076
38.17076

34.94111
43.80915
0.00000

14.48095
23.94757

3.22965
-5.63839
0.00000

2358981
14.22319

0_DD885
-0.01545
0.00000
0.06490
0.03897

1.958,s00
(7,1431296)

0
327,291
35,173

0.00000
38.17076

030000
76.29351

0.00000
-38.12275

0.09000
-0.1 D445

37,872,125
12.522.s2e
50,394,453 0

37,872,125
12,522,328
50.394453

0
(1 .307,957)
(1,307.957)

783,389,848 0 763,389,848 (6,130,189)

1 FUEL FOR ELECTRIC GENERATION:
z COAL
3 NATURAL GAS
4 GAS MTM AND FUTURES
5 HANDLING
s FUEL OIL
7 NUCLEAR:
8 AMORTIZATION
9 SPENT FUEL

10 TOTAL NUCLEAR FUEL

11
12 TOTAL FUEL
13
14
15
16
17

PURCHASED POWER
POWER MTM
POWER SUPPLY ADJUSTER
TRANSMISSION BYOTHERS

282,572,972
-34,736,004

110,668,577
29,496,669

282,572,972
(34,73S,D04)
110,668,577
29,495,669

38.17076
0.00000
000000

38.17076

3e,84700
0.00000
000000

38.08435

1 .32376
0.00000
0.00000
0.0B641

0.00363
0.00000
0.ooooo
0.00024

38B.002,213 0 388,002,213

1 .D25,740
o
0

7,079

1 ,032,a19

__,4 1,151,392,061 E1<5'ClmA 0 1,151,892,D81 (5,D97,370)

@.563>A
(1336
(rt >C

I

8s8
at;
4349;

38.17076
3B.17076
3B,1707G
38.17076
3B.17076
3B.17076
3B.17076
38_17075
38.17076
0.00000
0900000

38.17076

14.48095 23.68981
212.50000 -174.32924
s5.as9z8U1)17.71852
I 9520001 28.55078
11.77424 26.39852
29.54000 B.S3076
10.54665 2762411

14.08181 2.25257
110.33117le5?82.16041

0.00000 0000000
0.00000 0.00000

34.72000 3.45D76

0.06490
-0.47781
-0.04854
0.07822
0.07232
OD2355
0.07568
0.17055
~0,19770
0.ooooo
0100000
0.00945

287,820,209
25,074,490
32,520,715

(17 )/* 38,507,056
l 21,324,598

72,730,213
5,258,300
7,652,343

45,785,065
4,575,722
8,671,858

160,146,748
710.077,118 8» 64/yr, o

287,820,209
25,074,490
32,520,715
38,507 ,ass
21 ,324,59B
72,730,213
5,268,300
7,652,343

45,785,066
4.575,722
8,671 ,BSB

160,145,748
710,077.117

18,679,532
(11 ,975vB27)
(1 ,578,555)
3,012,022
1,542,195
1 ,720,070

398,705
1 ,305, 107
(9,051 ,708)

o
o

1 ,513.387
5,564,928

lb MM) A a7o,Qas.7oo 370,935,700 0.00000
0.00000
0.00000

0.00000
0.00000
0.00000

0.00000
0.00000
0.00000

0.00000
0.00000
o.ooooo

0
8 (5.505,458)

3s5,430,z42 454119 C 0
(5.505,458)

365,430,242

o
D
o
0

3B,17076
38.17076
o.0oooo

wt)
59.05000 D -20.87924
64.92528 E -26.75450
0 00000 o.ooooo

-0,05720
-0.07330
oooooo

156840 A 172,125.000
5 27,729,000

e. (44,119,000)
155,735,000 15.501) s> 0

172,125,000
27,729,000
(44,119,00D)
155,735,000

(9,B45,55D)
(2,032,53S)

0
(11 ,B78,086)

es( A<384
/ (5114

38.17076
19.83545
19.83548

204.797
40.20B

-0.45851
-0.05582
-0.08842

121_esa,s04 '5.5419 r
222,899,867
44,378,558

394,932,029 0

127,653,604
222,899,867
44,378,558

394,932,029

(36)
B-166.62657

-20.37287
52.1081 --2.27286

la

(5B,275,147)
(12,442,271 )
(3.923,952)

(74,541.370)

MCM) k \=>5<lxi¢175,232,969 175,232,969 38.17076 1525411 -38.14352 -0.09902 (17,351 ,569)

la TOTAL PURCHASED POWER &TRANSMISSION
19
20 TOTAL FUEL AND PURCHASED POWER
21
22 OTHER OPERATIONS & MAINTENANCE!
23 PAYROLL
24 INCENTNE
25 PENSION AND OPEB
26 EMPLOYEE BENEFITS
27 PAYROLL TAXES
28 MATERIALS & SUPPLIES
29 VEHICLE LEASE PAYMENTS
30 RENTS
31 PALO VERDE LEASE
32 PALO VERDE SIL GAIN AMORT
33 INSURANCE
34 OTHER
as TOTAL
36
37 DEPRECIATION & AMORTIZATION
CB AMORT OF ELECTRIC PLT ACQ ADJ
39 AMORT OF PROP LOSSES & REG STUDY COSTS
40 TOTAL
41
42 INCOME TAXES:
43 CURRENT:
44 FEDERAL
45 STATE
46 DEFERRED
47 TOTAL
48
49 OTHER TAXES:
50 PROPERTY TAXES
51 SALES TAXES
52 FRANCHISE TAXES
55 TOTAL
Se
53 INTEREST EXPENSE

54
55 TOTAL 2.952.799,419 o 2,952,799,419 _ I£03,403_4s1) _I

'TQE)SC;)

JCL_WP11
Page 9 of 60

1

3549>
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SCHEDULE B-5
Sheet 2 of 4

SOUTHWEST GAS CORPORATION
ARIZONA

LEAD-LAG STUDY
FOR THE TWELVE MONTHS ENDED APRIL 30, 2007

Line
No. Description [1 ]

(a)

Cost

(b)

Lag Days

(G)

Dollar Days

(d)

Line
No.

1
2
3
4

Cost of Gas [2]
Labor Cost
Provision for Uncollected Accounts
Other O & M Expenses

$ 540,064,385
117,038,570

2,977,729
54,826,860

42.30
12.33

120.00
8.40

22,842,405,297
1 ,443,650,156

357,327,523
460,689,209

1
2
3
4

5 Total O & M Expenses $ 714,907,545 35.12 25,104,072,186 5

6
7
8

Interest
Taxes Other Than Income Taxes
Income Taxes-Current

48,035,008
33,124,880
21,599,571

84.65
185.34

37.00

4,066,302,142
6,139,365,177

802,884,115

G

7
8

9 Total Operating Expenses S 817,767,003 44.16 36,112,623,61 g g

10 365 10

11 $ 2,240,458 11

12

Number of Days in Test Period

Average Daily Operating Expense

Lag in Receipt of Revenue 39.53 12

13 Net Difference Revenue-Expense Lag (4.63) 13

14 Cash Working Capital $ (10,379,937)
B-5, sh 1

14

[1] Supporting Workpapers B-5.
[2] Gas costs adjusted for present volumes and rates to synchronize with gas cost adjustment.
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
w-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Linda Gutowski
Senior Rate Analyst

Address : 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-75

Does AzAWC pre-pay the affiliated Service Company for services provided by the
Service Company?

If not, explain fully why not. If so, please identify the basis for such
prepayment and identify and provide a copy of all documents relied upon.

Please identify for how many days, on average, the Service Company has
the use of AzAWC payments before the Service Company remits funds to
the ultimate payees. include supporting calculations.

Yes.

Arizona American pays an estimate for the current month (based on the
actual for the prior month) plus a true up between what was paid as an
estimate in the prior month and the actual for the prior month. The
payment is done on the first Monday of the current month. So, there are 2
parts to each payment .... a large part that is a prepayment for the current
month paid on the first Monday of the month and a true up to last month's
estimate, paid on the same date.

There is a lead of (11.25) days on average. Please see the revised
Management Fees lead/lag study. This revision will change the Cash
Working Capital by adding the following amounts:

Anthem Water

Sun City Water

Anthem /Agua Fria

Sun City Wastewater

Sun City West WW

$ 82,573

$107,618

$108,950

35 66,536

$ 56,300

a.

b.

b.

a.

See tlwe attached files RUCO 2-75 Mgmt Fee Rvsd Lead Lag.xls and
RUCO 2-75 ser co bills 2008.pdf.
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
w-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Thomas M. Broderick
Director, Rates 8< Regulation

Address : 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-76

Has the Commission approved any agreement between AzAWC and the affiliated
Service Company? If not, explain fully why not. If so, please identify and provide
a complete copy of such agreement. Include all amendments and changes thereto
since AzAWC's last rate case.

Please identify and describe in detail all steps that would be needed for the
Commission to modify the payment terms of the Service Company Service
Agreement.

Provide all Documents relied upon for your response.

Prior approval of an affiliate arrangement is not required in Arizona. The Company
has searched the Commission's decisions listing and has not been able to locate a
case decision in which either the Company requested approval of or such approval
was granted of the agreement between Arizona American and the Service
Company ("Agreement"). We believe neither has occurred, but we are not 100%
certain at this time whether or not the ACC has approved the Agreement because
the Company was providing utility services in Arizona for many years but only in
the Paradise Valley district and readily available decisions for the 1990's are not
complete.

The Commission has, however, reviewed and approved the costs incurred in
relation to the Service Company bill in numerous recent proceedings.

A copy of the 1989 Service Company Agreement is attached and labeled RUCO 2-
76 Service Company Agreement.pdf. The agreement has not been amended
since 1989.

b.

a.

a. This question should be directed at the Commission to answer. The
Company has not researched what steps the Commission would need to
take to attempt to unilaterally modify the payment terms as this may be
outside the scope of the Commission's authority. The Company is strongly
opposed to changing the agreement. For all practical purposes, the
agreements that are in use in all of the states in which American Water
provides regulated utility service are essentially identical and a number of
state PUC's have approved the agreement.
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The Service Company Agreement was provided herein and various recent
Commission decisions are provided in other responses or are available
publicly on the Commissions web site.
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\ 4is
1

I
2

i

AGREEMENT

Agreement dated January 1, 1989, between AMERICAN WATER WORKS

SERVICE COMPANY I INC. .r a D e l a w a r e c o r p o r a t i o n ( h e r e i n a f t e r

"Service Company") .r and PARADE SE VALLEY WATER COMPANY I a Arizona

corporation (hereinafter "Water Company") .

The background of this Agreement is that:

Both Service Company and Water Company are subsidiaries

of A m e r i c a n Water Works Company I Inc. I a Delaware

corporation (hereinafter  "American")

2 I Water Company has been organized for and i s presently

e n g a g e d  i n  t h e  b u s i n e s s  o f  p r o v i d i n g  p o t a b l e  w a t e r  a s  a

p ub l i c  u t i l i t y  i n  t h e  S t a t e  o f  A r i z o na

3 n Service Company maintains an organization whose officers

and employees are f familiar with all f aceta of the water

utility business f including the d e v e l o p m e n t I business

and property of Water Company, and are experienced in
the efficient management, financing, accounting and

operation of water ut i l i ty propert ies and the extension

and improvement thereof. The off i cers and employees of

Service Company are qual i f ied to aid, assist and advise

Water Company i n i t s business operations through the

services to be performed under this Agreement.

Service Company has provided administrative and

operating services to Water Company for many years, the

4.

past 17 years pursuant to an agreement dated January 1,
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1971. Because Water Company is of the opinion that it

cannot obtain the same quality and diversif ication of

services on a comparable economic basis elsewhere,

proposes t o e n t e r i to a new agreement w i th Service

Company more s p e c i f i c a l l y  d e f i n i n g  t h e  t y p e s  o f  s e r v i c e s

a va i l a b l e  t o  i t .

5. Service Company has entered or  proposes to enter i n t o

agreements similar t o t h y  s agreement with other

af f i l iated w a t e r c o m p a n i e s (hereina fter collectively

"Water Companies")

6. The serv ices  to  be rendered  under  th is  agreement  a re to

b e rendered by Se rv i c e Company t o Water Companies a t

their  cost  to Service Company,  as hereinafter  provided.

now, THEREFORE, i n c on s i d e r a t i o n o f the prem i ses and mutual

agreements herein contained, the Water Company and Service Company

agree that:

ARTI CLE l. PERSONNEL AND SERVICES TO BE PROVIDED

1 . 1 Du r i n g  t h e  t e r m  o f  t h i s  a g r e e m e n t  an d  u pon  t h e  t e r m s  an d

conditions hereinafter set forth, Service Company shal l  prov ide

corpora t e  gu i dance for  Water  Company. I n  a d d i t i o n  t o  t h e  g u i d a n c e

p r o v i d e d  b y  t h e o f f i c e r s and employees o f Serv i ce  Company  th rough

the c o o r d i n a t i o n  o f f u n c t i o n a l a c t i v i t i e s f o r a l l s u b s i d i a r i e s o f

American, the and employees o f Se r v i c e Company shall

furnish and Water Company shall purchase from Service Company, the

following s e r v i c e s : Accounting , Admin i s t rat i on  , Communicate on,

Corporate Secretarial, E n g i n ee r i n g , F i n a n c i a l .r Human Resources,
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Information Systems, Operation, Rates and Revenue, Risk Management

and Water Quality, together with such other services as Water

Company and Service Company may agree; provided , however, that

Water Company may perform the service with i t s own personnel or

engage another company or person to provide those services on its

behalf. Service Company by mutual consent may engage a n o t h e r

company or person to provide such services on its behalf.

1.2 Service Company sha l l employ qualified officers and

employees and those persons shall be available for election by

Water Company to serve as officers of Water Company.

1 . 3 Without l im i ta t i on , s e r v i c e s t o b e provided by the

Service Company shall be rendered as follows:

A. Accounting: Service Company shal l assist the

preparation and implementation of accounting methods and proce-

dures to determine that they conform fu l l y to the requirements,

rules and regulat ions o f governmental author i t ies having

j u r i s d i c - and review W a t e r Company's monthly f i na nc i a l

reports, annua l  r epo r t s  and  o ther  r epo r t s  t o  s to ckho lde r s  and  to

any governmental authori t ies. I t shall advise and assist i n the

establishment and maintenance o f current record keeping

techniques; review accounting procedures, methods and forms; and

evaluate systems of internal control for receipt and disbursement

of funds, materials and supplies, and other a s s e t s  . Service

Company shall maintain accounting records a s required by Water

Company I When appropriate, Service Company shal l cooperate and

consult with Water Company' S independent ce r t i f i ed public

accountants.
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Service Company shall assist in the preparation of operating

and construction budgets and monitor the control over such budgets

by comparing experienced costs to the pro sections.

Service Company shall prepare or assist in the preparation of

f e d e r a l , s t a t e and local tax returns for and to the extent

required by Water Company.

Admire strationB- Service Company shall make qualified

employees available to perform or assist i n the performance of

Water Company's corporate act iv i t i es Those employees shall keep

themselves informed on a l l aspects of Water Company' s operations

and shal l regularly visit Water Company's f facil ities. They shall

make recommendations to Water Company for operating expenditures

and additions to and improvements of property, plant and

keep

governmental and operational developments and conditions that may

equipment They shal l a b r e a s t of e c o n o m i c , regulatory,

a f f e c t W a t e r Company; and a d v i s e W a t e r Company of any such

d e v e l - oprnents a n d c o n d i t i o n s to the extent that they may be

important to Water Company. Service Company shall provide a n

internal audit staff for periodic audits of accounts, records I

p o l i c i e s and procedures of Water Company and submit reports

t h e r e o n  ,

C. Communications. Service Company shall r e c o m m e n d

procedures to promote satisfactory relat ions with employees,

customers, communities and the general publ ic and assist i n the

preparation of communication materials, (including press releases,

brochures, audio visual presentations and speeches) plant tours,
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public exhibits and displays and other related services to inform

the public.

D. Corporate Secretarial: Service Company shall

maintain, such places and manner a s may b e required by

applicable law, documents of Water Company, such as minute books,

charters, by-laws, contracts, deeds and other corporate records,

and shall administer an orderly program of records retention.

shall maintain, or arrange f o r t h e m a i n t e n a n c e o f , r e c o r d s o f

stockholders of W a t e r Company I prepare arrange the

preparation of stock cer t i f icates , perform duties re la t ing  to the

transfer of stock and perform other corporate secretarial

functions a s required including preparation of notices of

stockholder and director meetings and the minutes thereof.

may

preparation of documents and reports required by Water Company

S e r v i c e Company shall r e v i e w and a s s i s t the

s u c h a s d e e d s e a s e m e n t s I c o n t r a c t s r charters f r a n c h i s e s , t r u s t

indentures and regulatory reports and f i l ings.

Enqineerinq: Service Company shall advise and

provide engineering services to ass is t Water Company i n planning

for, operating, maintaining and constructing its f abilities.

I t sha l l conduct d is tr ibut ion system surveys and hydraulic

analyses and prepare or review maps, charts, operat ing  s tat is t ics ,

repeats and other pertinent data.

I t sha l l ass is t Water Company i n the proper maintenance and

protection of Water Company properties by periodic inspection of

i t s structures, tanks, reservoirs, dams, wel ls and e l e c t r i c a l and

mechanical equipment.



Attachment RCS-4
Docket Nos. W-01303A-09-0343 &
SW-01303A-09-0343
Page 20 of 121

obtain engineering information and, when required, the preparation

o f studies, reports, designs, drawings, cost estimates , specifi-

cations, and contracts for the construction of additions to or

improvements of Water Company' s source of supply, treatment plant,

pumping stations, distribution system, and such other f abi l i t ies

as Water Company may request. Service Company shal l provide a

Materials Management Program arrange the purchase o f

equipment I materials , and supplies volume o n a b a s i s

advantageous to Water Company and assist in the evaluation of new

and existing products and application procedures.

ServiceFinancial: Comp any shall assist in the

development and implementation of financing programs for Water

Company, including the furnishing of advice from time to time on

securities market conditions and the form and timing of financing;

a d v i s e c o n c e r n i n g a r r a n g e m e n t s f o r t h e s a l e o f i t s s e c u r i t i e s ; a n d

assist the preparation necessary papers, documents,

registration statements, prospectuses, petitions, applications and

declarations. I t shall prepare reports to be f i l ed with, and

reply to inquiries made by, security holders and bond and mortgage

trustees

Serv i ce  Company  sha l l  ass i s t Water Company in cash management

including arrangements for bank lines, estab l i shment o f

collection policies, and development of temporary i nvestment

programs .

Service Company shall provide assistance to Water Company in

t h e  p r e p a r a t i o n  o f a l l f i n a n c i a l r e p o r t s .
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Human Resources: Service Comp any shall assist i n

obtaining qua l i f ied personnel for Water Company; i n establ ishing

appropriate rates of pay for those employees; and i n negotiat ing

with bargaining uni ts representing Water Company employees.

shall carry out training programs for the development of personnel

and advise and assist Water Company regarding personnel. It shall

also advise and assist Water Company i n regard to group employee

insurance, pension and benefit p l a n s and the drafting o r

It will keep Water Company

a p p r i s e d

revising of those plans when required.

lawso f employment and develop procedures and

controls to assure compliance.

H. Information Systems» Service Company shall make

available to Water Company electronic data processing services.

Those services shall include c u s t o m e r billing a n d accounting,

preparation of financial statements and other reports including

those required by Federal and State agencies

operation Service Company shal l develop and a s s i s t

in the implementation of operating procedures to promote the

efficient and economic operation of W a t e r Company. Periodic

operational reviews will be performed by Service Company personnel

and any deviations from adopted procedures w i l l be reported to

Water Company.

J. R a t e s and R e v e n u e : Service Company p e r s o n n e l s h a l l

m a k e r e c o m m e n d a t i o n s f o r c h a n g e s i n r a t e s , rules and regulat ions

and shall a s s i s t W a t e r Company in the conduct of proceedings

before I and i n i t s compliance with the rulings of, regulatory

bodies having j u r i sd i c t i on over i t s operation. These personnel
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shall keep abreast of economic and regulatory developments and

conditions that may affect Water Company; and advise Water Company

of any such developments and conditions to the extent that they

may be important to Water Company. Rates and Revenue personnel

shall assist i n the preparation of rate f i l ings or applications

and the supporting documents and exhibits requested or required by

the Water Company and their respective regulatory commissions.

Service Company shal l also provide qualif ied personnel to tes t i fy

o n Water Company' s behalf a s required during any regulatory

proceedings.

K- Rt Gk Manaqement : Service Company shall provide a

Risk Management Program to review the exposures to accidental loss

of the Water Company, recommend e f f i c i en t methods of protection

either through the purchase of insurance I s e l f - i n s u r a n c e o r o t h e r

r i sk management techniques and arrange the purchase o f

insurance coverage | shall a l s o supervise investigation

procedures 4 review claims • and negotiate and assist in, and

e v a l u a t e proposals for, settlement a t the request o f W a t e r

Company. sha l l assist i n the establishment s a f e t y a n d

security programs to avoid or minimize risk and loss.

L. Water S e r v i c e Company shall assist WaterQuality:

Company to comply with standards of governmental agencies and

establish and w a t e r qual ity obi et:tives of the Water

Company. shall ass is t in providing design criteria for

p r o c e s s e s , developing

approaches and solutions to water quality problems, and providing

coordinating with publ ic agencies I



Attachment RCS-4
Docket Nos. W-01303A-09-0343 &
SW-01303A~09-0343
Page 23 of 121

technical assistance and general di rect ion W a t e r Company

personnel.

shall also provide laboratory services for programmed

analyses as required by drinking water regulations, and special

analyses as required by Water Company.

ARTICLE II ¢ PAYNLENT FOR SERVICES

2 .l I n c o n s i d e r a t i o n f o r the s e r v i c e s t o be rendered by

Service Company as hereinabove provided, Water Company agrees to

pay to Service company the cost thereof determined as provided in

this  Ar t i c l e  I I  and in Art i c l e  I I I .

2. 2 Al l c o s t s o f service rendered by Service Company

personnel W a t e r Company o r common with other W a t e r

Companies s h a l l be charged to W a t e r Company based o n actual time

spent by those personnel a s r e f l e c t e d the ir daily time sheets

or other mutually acceptable means of determination.

2 . 3 All costs of Service Company incurred in connection with

services rendered by Service Company which can be ident i f i ed and

related exclusively to Water Company, shal l  be charged d irect ly to

Water Company.

2.4 All c o s t s incurred in render i ng services to W a t e r

Company i n common with simi lar services to other Water Companies

which cannot be i dent i f i ed and related exclusively to services

rendered to a par ticular Water Company, shall be allocated among

a l l Water Companies so served, or, i n  the case of costs incurred

with respect to services rendered to a particular group of Water
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Companies, among the members of such group, based on the number of

customers served at the immediately preceding calendar year end.

z. 5 Cost for support personnel (secretaries, c l e r i ca l

clerks, messengers, telephone operators, mail clerks,

and other incidental support personnel of  the Service Company) as

well as the cost o f lease payments, deprec i a t i on , u t i l i t i e s and

o th e r  c o s t s a s s o c i a t e d  w i t h  l e a s i n g  o f f i c e space and equipment by

Service Company shal l be al located among the Water Companies on

the basis of the proportion of the aggregate cost allocated under

Sections 2.3 and 2.4.

personnel ,

ARTICLE III. ALLOWANCE FDR OVERHEAD

3 l l I n determining the cost t o b e assessed by Service

Company for the rendering of  services to Water Company as herein

prov ided,  t he re  sha l l  be  added t o  t he  sa l a r i es  o f  a l l  o f f i ce r s  and

employees for whose services charges are to be made, a percentage

su f f i c i en t to cover the general overhead of Service Company, as

Such percentage shal l

be calculated each month and sha l l be the ra t i o of the to t a l

defined below, properly al locable thereto.

general overhead of the Service Company for the month to the total

salar ies of  the employees for whose service charges are to be made

to the Water Companies. No general overhead of Service Company

shal l be added to costs incurred for services of non-a f f i l i a ted

consultants employed by Service Company.

The term "general overhead" sha l l inc lude:3 .2

(a) pens ion and insurance premiums p a i d f o r t h e  b e n e f i t o f

Service Company employees,

I0

10_
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(b) legal and other f e e s services rendered t o the

Service Company,

(c) t a x e s ,

(d) o t h e r general off i ce supplies and other similar

expenses, and

(e) interest on working capital.

ARTICLE IV. BILLING PROCEDURES AND BOOKS AND RECORDS

As soon as practicable after the last day of each month,

Service Company shal l render a b i l l to Water Company for a l l

amounts due from Water Company for services and expenses for such

month plus an amount equal to the estimated cost of such services

4. 1

and expense S for the current month, computed pursuant to

Such bi l l shal l be i n suf f i c i ent  deta i l toAr t i c l e s I I and I I I .

s h o w s e p a r a t e l y t h e c h a r g e f o r e a c h c l a s s o f s e r v i c e r e n d e r e d .

A l l a m o u n t s s o b i l l e d s h a l l r e f l e c t t h e c r e d i t f o r p a y m e n t s m a d e

o n t h e e s t i m a t e d p o r t i o n o f t h e p r i o r b i l l a n d s h a l l b e p a i d b y

W a t e r  C o m p a n y  w i t h i n  a  r e a s o n a b l e t i m e a f t e r  r e c e i p t  o f  t h e  b i l l

therefore

S e r v i c e C o m p a n y a g r e e s t o k e e p i t s b o o k s a n d r e c o r d s

available at all times for inspection by representatives of Water

4.2

Company or by regulatory bodies having jurisdiction over Water

Company -

4. 3 S e r v i c e C o m p a n y s h a l l a t a n y t i m e , u p o n r e q u e s t o f  W a t e r

C o m p a n y , f u r n i s h a n y a n d a l l i n f o r m a t i o n r e q u i r e d  b y  W a t e r C o m p a n y

w i t h b y S e r v i c er e s p e c t to the serv ices r e n d e r e d Comp any

_11_
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hereunder, the costs thereof, a n d t h e a l l o c a t i o n o f s u c h c o s t s

among Water Companies .

ARTICLE v- OTHER AGREEMENTS

5 . 1 I t i s understood by Water Company tha t Se rv i ce Company

h a s  e n t e r e d o r  m a y  e n t e r  i n t o s i m i l a r agreements wi th  other  Water

Companies that are a f f i l i a t e d with American to why ch simi lar

s e r v i c e s  a r e  t o  b e  f u r n i s h e d . Se r v i c e  Com p a ny  w i l l  n o t  e n t e r  i n t o

agreements t o perform s i m i l a r se rv i c es for other companies o n

te rms more  f  adorab le  than those  prov ided  here in .

5 .2 I t i s understood by  Wa te r Company tha t Se rv i ce Company

has ente red o r may enter i n t o an agreement or agreements w i t h

A m e r i c a n a n d c e r t a i n o t h e r c o m p a n i e s n o t e n g a g e d i n t h e w a t e r o r

sewer serv ice b u s i n e s s t o which limited services are to be

furnished; Water Company consents to such  add i t iona l agreements J

p r o v i d e d  , however I t h a t n o p a r t o f t h e c o s t o f f u r n i s h i n g s u c h

s e r v i c e s  w i l l  b e  c h a r g e d t o  W a t e r  C o m p a n y .

ARTICLE VI . TERM OF AGREEMENT

Th i s agreement s h a l l become e f f e c t i v e as o f  t h e l a t e r o f (a)

t h e d a t e f i r s t m e n t i o n e d a b o v e o r ( b ) t h e d a t e t h e p a r t i e s r e c e i v e

the l a s t of any necessary approvals o f governmental regulatory

agencies having jury sdict i  on in the p r e m i s e s » Upon becoming

e f f e c t i v e , t h i s a g r e e m e n t s h a l l b e t h e s o l e a g r e e m e n t b e t w e e n t h e

p a r t i e s c o n c e r n i n g t h e s u b j e c t m a t t e r h e r e o f a n d s h a l l s u p e r s e d e

a l l pr io r agreements, w r i t t e n o r oral , i n c l u d i n g the agreement

da t ed January 1, 1 9 7 1 , which shal l te rminate on the date t h i s

__12_
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hereto

writing; provided, however, that this agreement shall terminate as

names

respective Secretaries or Assistant Secretaries, a l l as of the day

and year first above written.

caused this agreement to be signed in their respective corporate

impressed with their respective corporate seals at tested by the i r

affiliate of American.

of

agreement becomes effective.

the

IN WITNESS WHEREOF,

force and effect until terminated by either of the parties

by

giving

date

their

Water Company or

the

respective

other

Service Company and Water Company have

party

Presidents

This

Service Company ceases

AMERICAN WATER WCRKS
COMPANY, INC,

/ M
B y W 47/

President

hereto

agreement

o r

,ff

ninety

Vice

shal l

,;-
f f

L /

day' s

/_. , ,

Presidents,
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continue

SERVICE

not ice

to be

and

in

in

a n

ATTEST : PARADISE VALLEY WATER COMPANY

¢ By
President
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, sw-01303A-09-0343

Response provided by:
Title:

Tom Broderick
Director, Rates 8. Regulation

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-48

Filing Information. As the Company discovers errors in its filing, identify such
errors and provide documentation to support any changes. Please update this
response as additional information becomes available.

As the Company or another party discovers errors and points them out, the
Company admits to such errors in discovery responses as well as automatically
incorporates them into its revised revenue requirement submitted as part of its
rebuttal testimony.

Rodney Moore of RUCO found errors in the calculation of the pro forma
adjustment for customer annualization for Anthem Water and he can easily provide
the corrections to RUCO's consultant. The corrections have been incorporated in
the Company's draft rebuttal schedules which will be submitted along with the
Company's rebuttal testimony. (We anticipate accepting RUCO's corrections
when their witness causes them to be included in RUCO's direct case presentation
currently scheduled for February 22, 2010).
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
w-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Tom Broderick
Director, Rates 81 Regulation

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-40 Page 1 of 2

Rate Case Expense.

a. Please provide supporting documentation (e.g. invoices, quotes, etc.) for
each of the rate case expenses that totals the amount being requested by
the Company for the current rate case.

Please identify the test year and filing data in the Company's last five rate
cases.

Please provide the level of rate case expense incurred for the last five rate
cases broken down by payee or type of activity.

Please explain fully and in detail why the Company normalized rate case
expense over two years versus some other period.

Exhibit TMB-2 requests $678,425 in rate case expenses based on a budget
prepared by Mr. Broderick formulated relying on his knowledge of a number
of recent Arizona American rate cases and based on recent conversations
with external witnesses and counsel regarding the likely level of effort for
this case. To-date, $152,545.44 has been spent and accumulated in a
deferred account. (Please note Mr. Broderick has not yet reviewed the
recorded rate case expenses to-date for completeness.) As regards
invoices for legal expenses, please see response to RUCO 2-57. As
regards non-legal (e.g., consultant invoices) to-date, please find attached
invoices already received and paid. Overall, to-date, expenses are running
slightly under budget because the initial required public notice was sent as a
bill insert and not as a separately mailed letter. However, legal expenses
are expected to later be over budget. The Company always updates its rate
case expense budget later in the case, usually at hearing, for actual to-date
and remaining cost estimates.

COMPANY:

c.

d.

b.

a.

ARIZONA AMERICAN WATER COMPANY



District Filinq
Date

Test Year Fauna Date Test
Year

Sun City Water 4/2/07 2006 11/22/02 & 12/13/02 2001

Sun City Wastewater 7/28/06 2005 11/22/02 8. 12/13/02 2001

Sun City West Wastewater 7/28/06 2005 1 1/22/02 & 12/13/02 2001

Anthem Water 7/16/06 2005 11/22/02 & 12/13/02 2001

Anthem / Agua Fria
Wastewater

7/1 G/06 2005 11/22/02 & 12/13/02 2001
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DOCKET NO: w-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Tom Broderick
Director, Rates 8¢ Regulation

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-40 Page 2 of 2

The test year and filing dates since Arizona American has owned the
districts that are the subject of this proceeding are summarized below.

The rate case expenses for the last five rate cases except for the 2008 AZ
Rate Case (Docket 08-0227) are attached as "RUCO 2-40 (Docket 06-
0403)-AN-AF__WW.pdf", "RUCO 2-40 (Docket 06-0403)-AN__W.pdf" "RUCO
2-40 (Docket 07-0209)-SC__W.pdf", "RUCO 2-40 (Docket 06-0491)-
Scw_ww.pdf", "RUCO 2-40 (Docket 06~0-491)-SC_WW.pdf", "RUCO 2-40
(Docket 06-0014)-MO Ww.pdf" and "RUCO 2-40 (Docket 06-0014)-
Mo__w.pdf".
response to data request number RUCO 2-78.

The 2068 Rate Case expenses are being provided in

c.

b.

d. The Company proposes to amortize rate case expense over three years .-
not two years - based on prior precedent, even though it is well known that
the Company has been filing rate cases on a more frequent schedule and
has been unfairly forced to write-off unamortized prior case expenses as the
Commission has likewise not allowed pancaking of rate case expense.
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
w-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Tom Broderick
Director, Rates & Regulation

Address : 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix 85027

Company Response Number: RUCO 2-78 Page 1 of 2

Q: Rate case expense.

a. Please provide a detailed listing of all consultant fees and legal expense
from AzAWC's last rate case.

b. Please provide the Company's understanding of the amount of rate case
expense that was allowed by the Commission in its last three rate cases.

c. Please state fully AzAWC's understanding of the amount allowed for rate
case expense, by component, and the normalization or amortization period
applied by the Commission to each such component.

d. Please identify all other Arizona utility rate cases that AzAWC reviewed for
rate case expenses.

e. Provide all Documents relied upon for your response.

Arizona-American object to these requests to the extent they seeks documents or
information protected from discovery by the attorney-client privilege, the work-
product doctrine, or any other applicable privilege, immunity, or doctrine. Arizona-
American further objects to the extent these requests seek a legal conclusion.
Subject to and without waiving these objections, Arizona-American responds as
follows:

a. Arizona-American's last rate case was Docket Nos. W-01303A-08-0227 and
SW-01303A-08-0227. Attached as "RUCO 2-78a Rate Case Expenses
(08-0227).pdf" is a detailed listing of actual rate case expenses through
11/30/09. Since the expenditures exceeded the allowed amount, charges
incurred in December 2009 are not reflected.

b. Decision No. 71410, dated December 8, 2009 allowed $456,275 in a seven
district rate case. Decision No. 70372, dated June 13, 2008 allowed
$300,000 in a three district re case. Decision No. 70351, dated May 16,
2008 allowed $94,264 in a one district rate case.

an

c. This sub-part is not clear, but is interpreted to seek more information
regarding sub-part b. The amortization period for Decisions 71410 and
70372 was three years and Decision 70351 was four years. The
Commission authorized a total rate case expense recovery and did not
specify in the order the sub-part component authorizations.



Attachment RCS-4
Docket Nos. W-01303A-09-0343 &
SW-01303A-09-0343
Page 32 of 121

COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W~01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Tom Broderick
Director, Rates 8< Regulation

Address : 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix 85027

Company Response Number: RUCO 2-78 Page 2 of 2

None. Arizona-American does not base its rate case expense requests on
any other Arizona utility.

d.

e. Decisions 71410, 70372 and 70372 were relied upon in this response and
are available including from the Commission's docket function.
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Sheryl L. Hubbard
Manager, Rates 8¢ Regulation

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-6

Please provide a copy of all incentive compensation/bonus plans and provide the
level of related bonus payments included in the test year cost of service, and all
pro forma adjustments.

Please see the attached 2008 incentive plan brochure labeled RUCO 2-6 AlP 2008
Brochure.pdf. The incentive plan expense included in the test year is listed in the
table below. No pro forma adjustments were made to the test year expense.

AlP expense for Arizona American employees recorded to the Arizona Corporate
business unit was allocated as follows:

District
Sun City WW
Sun City West WW
Anthem /Agua Fria WW
Sun City Water
Anthem Water

Amount
$35,906
30,382
58,795
58,075
44,560
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2008 American Water Annual lncevviivfa Plan
The 2008 American Water Annual Incentive Plan (AlP) recognizes the opportunity and the
accountability we share for achieving our goals. Your accomplishments have helped to build
American Water's success to this point, and the AlP will reward you for the contribution you
make to the achievement of our 2008 goals.

Who Is E/igib/e #Br #he 20Q8 AlP
American Water employees eligible to participate in the 2008 AlP include: (a) all full-time
management, professional and technical (exempt from overtime) employees, and (b) all full-
time employees who are in a position that is reclassified by American Water from exempt to
non-exempt status in 2008.

Eligible employees who join American Water on or before September 30"' of a plan year
(January 1 - December 31) are also eligible to participate in the plan on a prorated basis.
Employees transferred from non-exempt to exempt status on or after September 30th are not
eligible in the transfer year.

Individuals who do not meet their individual performance expectations will not be eligible to
receive an incentive award. The American Water Board, or its designee for these purposes,
reserves the right to determine whether incentives are payable to any individual or group of
individuals. The Board may withhold all incentive payments in certain circumstances.

Yo Ur A Wald 0pp0rt'uni2'_y
All employees eligible for an award will receive written confirmation of their award opportunity
from their manager, Awards for all full-time management, professional and technical (exempt
from overtime) employees will be based on their salary as of December 31, 2008. Awards for
all full-time employees who are in a position that is reclassified by American Water from
exempt to non-exempt status in 2008 will be based on their salary as of April 1, 2008.

If you are promoted during the plan year to a position with a higher target level, your bonus
plan will be prorated to reflect participation at each award level. Similarly, if you are
reclassified to a position with a lower AlP award level, your bonus plan will be prorated to
reflect your participation at each award level.

G;\HR\COMMON.PS\WpFILES\Alp\2DOB\Finals\Brod'\ure.AnnuaI InterNive PIanMay 2008doc
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Wisaf the Plan Measures
The AlP is designed to reward participants for the performance results they and the Company
attain during the plan year. There are three performance components: 'Financial' (Corporate,
Divisional/Regional and State), 'Operational' and 'Individual'.

The Financial component is based on Operating Income. The performance level will be
determined at the Corporate and Divisional/Regional/State levels. For 2008, more than
85% of the Operating Income target for the entire Company must be achieved before any
payment will be made on theCorporate financialcomponent of the Plan (although a
payment could be made on the Divisional/Regional/State financial component if the
Divisional/Regional/State operating income exceeds 85% of target). In addition, more
than 75% of the Corporate Operating Income target must be achieved before any
payment will be made on any component of the Plan for the entire Company (including
Divisional/Regional/State financial, operational and individual components).

Operating income- is defined as earnings before interest, taxes and other non-operating
expenses.

See Attachment A for the 2008 Target Level Achievement Schedule.

Your AlP letter will provide you with your Company component targets.

The Operational component is based on the following:

Environmental Compliance (NOV)

Environmental Compliance is measured by "Notice of Violation" (NOV) count defined as
the number of times an official notice is issued by a primacy agency for failure to comply
with a federal, state, or local environmental statute or regulation that is covered under the
scope of the American Water Environmental Management Policy.

Safety Performance

Safety performance will be measured on an OSHA Total Recordable Incident Rate
(ORIR) which is defined as the rate of total injuries requiring treatment beyond first aid per
200,000 hours worked. ORlR focuses on total injury reduction which by extension
improves Lost Work Day Case Rate (LWCR) and correlates more closely to workers
compensation claims and costs. LWCR will remain a personal performance goal for the
Operations and Operational Risk Management functions.

Customer Satisfaction

Customer Satisfaction is based on the results of the annual Customer Satisfaction Survey
(CSS) conducted in the fourth quarter each year through randomly selected customer
contacts in each State. This survey will ask our customers "Overall, how satisfied have
you been with (CompanyName)in general during the past twelve months?" This hasa

G1\HR\COMMONPs\WFFILEs\AIP\2G08\Finals\Brochure.AnnuaI Incentive Plan.May 2008,doc
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five-point response scale (Extremely Satisfied, Veil Satisfied, Somewhat Satisfied ,
Somewhat Dissatisfied, Very Dissatisfied).

Service Quality

Service Quality is based on the annual results of the Service Quality Surveys (SQS)
conducted throughout the year with customers having had recent contact with an AW
Customer Service (CSR) or Field Service (FSR) Representative. This survey will ask the
customer, "Overall, how satisfied were you with the outcome of your service contact?"
having a five point response scale (Extremely Satisfied, Very Satisfied, Somewhat
Satisfied, Somewhat Dissatisfied, Very Dissatisfied), is used to measure performance by
evaluating the response percentage total for the top two categories (extremely or very
satisfied),

Service Level

• Percentage of calls answered in the Customer Service Center within a certain
timeframe.

Quality Measures (Shared Services Center - SEC):

SSC Error Rate - Number of Financial Statements errors (Annual).
Reconciliations - Calendar Year Average of accounts beyond policy.
Timeliness of Processes - Annual percentage of processes conducted according to
schedule -Tax Filings, Financial Statements available for consolidation, External Audit
information submissions, days to image and process invoices, and Or com rate
changes.

Compliance (Shared Services Center - SEC):

•

External Audit Findings - Number of unrecorded differences and topside entries.
internal Audit Findings - Number of instances of deviations from policy/procedures
during SOX testing.
External Filing Requirements - Annual Reports and Commission Reports completed by
established deadlines for SSC.

The Individual component includes Performance Targets as agreed by you and your
manager within the companywide standard performance management process.

Your AlP letter will provide you with your Company component targets.

M o w  Y o u r  A  w a r d  i s  W e i g h t e d

Your award opportunity is based on two, three or four performance components (see pages 3
and 4), depending on your role. However, you could earn part of your award based on
individual, operational and divisional/regional/state financial components if Corporate

Gi\HR\COMMON.P$\WP FlLES\AlP\200B\Finals\Brochure.Annua1 incentive P!an.May 2008.do<:
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BUSINESS CENTER
2008

Level
Corporate
Financial

(30%)
Individual 41)

(70%)

Target
Opportunity

L5- L6 600% 14.00% 20%
L7 4.50% 10.50% 15%

L8- L9 3.00% 7.00% 10%
*L10 - L14 1.50% 3.50% 5%

DIVISIONIREGIONISTATE
2008

Level
Corporate
Financial

(30%)

Divisional/
Regional]

State
Financial

(10%)

lnaividuaV"
(30%)

(2)Operational
(30%)

Target
Opportunity

Financial Individual/
Operational/
Divisional/
Regional/
State
Financial

70%30%

L5- L6 6.00% 2.00% 6.00% 6.00% 20%
LE 4.50% 1.50% 4.50% 4.50% 15%

L8 - LE 3.00% 1.00% 3.00% 3.00% 10%
*L10 -. L14 1.50% 0.50% 1.50% 1.50% 5%

Attachment RCS~4
Docket Nos. W-01303A-09-0343 &
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Operating Income is more than 75%. If Corporate Operating Income is 75% or less, no
award will be paid on any component.

The portion of your award opportunity you can earn for each component is reflected in
weightings assigned to each, based on your role in the organization, as the following charts
show. The award has a target and a maximum opportunity.

» Exempt only

(1) This component is defined as Target Agreement or Performance Targets.

Exempt only

(1) This component is defined as Target Agreement or Performance Targets.
(2) This component is defined by Customer Service Center as: 34% Customer Satisfaction; 33% Service Quality, 33%

Service Level,

Note that award opportunities for all Business Center (Voorhees) roles will have a mix of
Financial and Individual measures, but no Operational component.

Your manager will discuss these with you and confirm in writing the performance measures,
weightings and target maximums that apply to you.

G;\HR\COMPAON.FSSWPFILESXAIP\200B\Fina!5\Bmchure.Annual lncen\ive PlanMay2DO8.doc
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SHARED SERVICES CENTER I CUSTOMER SERVICE CENTER
2008

Level
Corporate
Financial

(30%)
Individual (1)

(35%)
Operational (2)

(35%)

Target
Opportunity

Financial Individual/
Operational

70%30° /:»

L5- L6 6.00% 7.00% 7.00% 20%
LE 4.50% 5.25% 5.25% 15%

L8-L9 3.00% 3.50% 3.50% 10%

*L10-L14 1.50% 1.75% 1,75% 5%

Attachment RCS-4
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* Exempt only

(1)

(2)
This component is defined as Target Agreement or Performance Targets.
50% of the Operational component is allocated to Customer SatisfactionlCustomer Service Quality.

G1\HR\COMMON,PS\WPFILES\AIP\2O0B\Fina!s\BrochureAnnual Incentive Plan,May20D8.doc

Q



25%

25%

Performance Targets tobe
agreed on by AlP participant and
manager. Some individuals may
have an additional financial
component under their individual
component.

25%

25%

American Water or Business Unit (e.g., Eastern Division, PA-
American, etc.) Objectives and Outcomes

Performance Management
Process

(Individual Performance Targets
aligned with the company

balanced scorecard)
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Docket Nos. W-01303A-09-0-43 &
SW-01303A-09-0343
Page 45 of 121

M o w  f i r e  W e i g h t i n g s  Q o m e  T o g e t h e r

Here is an example of how the performance components and their weightings come
together. As you can see, the measures within each component are also weighted.

EXAMPLE

G:\H R\COMMoN.PS\WPFILES\AIP\20{}8\FinB1s\BrQchufeAhrlual Incentive PlanMay 2oQB.doc
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019998 tonal
Divisional Regional/State Operational components are performance measures tied to the
American Water objectives. Each component percentage is as follows: Service Quality
(25%), Environmental Compliance (NOVs) (25%), Safety Performance (25%), Customer
Satisfaction (25%); and Shared Services and Customer Service operational components are
described in Attachments B 8< C.

Operational components are evaluated on a range from 0 to 120%

Pen'brmance You Gan Impact
We believe it is essential that you are accountable for, measured on and rewarded for
performance that you can directly impact or influence.

You and your manager have agreed on your individual performance targets. These targets
should relate back to the performance scorecard for your business unit, division/region/state
and should directly reflect your role.

I n d i v i d u a l  P e r f o r m a n c e

Individual performance will be assessed using American Water's Performance Management
and Development Review (PDR) process. The first section of the PDR form contains a
scorecard in which your individual Performance Targets will be documented. You and your
supervisor will jointly identify and agree to your individual Performance Targets and relative
weightings to be achieved during the year.

In overview, the PDR requires each individual to have 5 Performance Targets. The
Performance Targets should be specific and measurable and aligned with the Company
performance targets. Each target needs to be evaluated on a range of 0 to 120% according
to its importance relative to other targets. in this way excelling at your highest priority target,
which has the heaviest weighting, will drive a bigger award. At least one of the targets should
be linked to a personal development objective. At the beginning of 2009, a structured
performance review will be conducted to determine how well you performed against your
targets in 2008. It will be the Performance Scorecard Summary Rating for these 5
Performance Targets and NOT the "overall" performance rating that will be used for
AlP award purposes (see below).

G:\HR\COMMon.p5\wPFILES\Alp\20OB\Finals\BIod1ure.Annual Incentive PlanMay 2DoB.doc
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I

Performance Mfafegory
Each participant in the AlP plan should have 5 performance targets. An assessment should
be made of performance against each target. Once evaluated, each individual performance
target rating will be added and averaged to determine an overall rating.

Example #1

Performance Target Rating (PT) AlP Performance Rating Weighting Subtota I

PT#1 (Meets Expectations) Target fully achieved
PT#2 (Meets Expectations) Target largely achieved
PT#3 (Does Not Meet Expectations) Target not achieved
PT #4 (Progressing) Target partially achieved
PT #5 (Exceeds Expectations) Target exceeds expectations

Percentage
Amount
100 x
85 x
O x
60 x

120 x

20%
20%
20%
20%
20%

20
17
0
12
24

Take each performance target percentage amount and multiply it by its assigned weight. Add the subtotal numbers =
(Individual Weighting Factor) 73% would be used as the INDIVIDUAL weighting factor in the AlP plan.

73

Example #2

Performance Target Rating (PT) AlP Performance Rating Weighting Subtotal

PT#1 (Exceeds Expectations) Target exceeds expectations
PT#2 (Meets Expectations) Target largely achieved
PT#3 (Does Not Meet Expectations) Target not achieved
PT #4 (Progressing) Target partially achieved
PT #5 (Meets Expectations) Target fully achieved

Percentage
Amount
120 X
90 x
0 x

55 x
100 x

10%
20%
10%
20%
40%

12
18
O

40

81 would be the subtotal and 81% would be used as the INDIVIDUAL weighting factor in the AlP plan.

G:\HR\c:ommon.ps\wpplLEs\Alp\2ooB\Fmals\Bmohute Annual Incentive Plan.May 2008,doc
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2008 Target Ra ting Scale
Rating Scale

Exceeds Expectations 101-120%

Meets Expectations
Target Fully Achieved 100%
Target Largely Achieved 75 - 99%

Progressing
Target Partially Achieved 25 - 74%

Does Not Meet Expectations 0%
Not Achieved

Too Soon to Rate 0%

Attachment RCS-4
Docket Nos. W-01303A-09-0_43 &
SW-01303A-09-0343
Page 48 of 121

Performance ratings can range from 0% - t20%. The degree of percentage given will be
based on the supervisor's assessment of performance on the performance target. The
maximum payment you can receive under the Individual component is 120%. This would
only be awarded if an individual exceeded all 5 performance targets. This should be used
only in cases of exceptional and outstanding performance against a target. if an individual
received a "too soon to rate" or "does not meet expectations" on their performance scorecard
they would not be eligible for an AlP award.

Mow Your Payout" is 8e 1Fermined
At the end of the year, the amount for each component is based on performance against
each goal within the component and its relative weighting. Here is a simplified way to think of
it.

(See example on page 11.)

Gz\HR\COMMON.Ps\WPFlLES\AIP\20G8\Fir\al$\8rud\ure.Al1r1ual lncenlive Pia nMay 20{)8.dac
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2008 AlP Payout Example

LS REGION EXAMPLE:

Target Opportunity is 10% with 30% Corporate Operating Income, 10% Divisional/Regional/State Operating income,

30% Operational and 80% Individual Components

Financial Performance

Corporate (Operating Income)

Achievement against financial target = 103.000% x 3.000% (Target) =3.090%

Divisional/RegionallState (Operating income)

Achievement against financial target = 101.000% x 1.000% (Target) =1.010%

Operational Performance

Achievement against operational targets = 97.95% x 3.000% (Target) =2.93B%

individual Performance

Achievement against 5 Performance targets = 98.70% x 3.000% (Target) = 2.961 %

Total AlP payable is 3.090% (Corporate Operating Income) + 1.010% (Divisional1RegionalIState Operating
Income) + 2.939% (Operational) + 2.961% (Individual) is 10.00% of annual base salary of $65,000 or $6,500

Salary x
AlP

Target equals
Target
Payout

Maximum
Payout

$65,000 10% $6,500 $8,580

corporate
Operating
Income
(30%)

. ElnancIall;
.Qperatlonall'
.lndlvldpal'

('ro%):

Corporate
Operating

Income
=3%

DivlsionallReglonallState
Operating Income

=1 .00%

Operational
Results
=3.0D%

Individual
Performance

Targets
=3.00%

Target Target Target Target

$1,950 Sass $1,950 $1,950

Actual Actual Actual Actual

$2,009 $657 $1,910 $1,925

Maximum =
150%

Maximum
150%

Maximum
120%

Maximum
120%

$2,925 $975 $2,340 $2,340

Attachment RCS-4
Docket Nos. W~01303A-09-0343 &
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Targfei Bonuses
You will have received a letter which states your target bonus opportunity. Target bonus is_
defined as the bonus Daid at 100% for both financial and individual awards. This means
business plan is achieved for the financial and operational element, and the employee has
met his/her objectives for the individual element.

The maximum bonus you can receive is 150% of your Financial element (both Corporate and
DivisionaI/Regional/State), 120% of Operational and 120% of your Individual element.

Al djusfments for Uncorrfrollairle Events
The financial data included in the appendices has been prepared on the basis of the business
plans agreed in 2008, using the assumptions set at that time. As in previous years, the
actual results used for assessment may be amended to reflect the impact of events that are
not considered to be within the control of local management. Any such amendments will
require the explicit approval of the Chief Executive Officer and the Chief Financial Officer,
and if material, the Board, whose decision will be final. The following items are those most
likely to be considered for amendment:

Weather conditions having a material impact on the financial results
The impact of movements in foreign exchange rates
Disposal/acquisition of businesses not anticipated in the business plan, but
subsequently mandated by the Board of Directors
Goodwill impairments
Costs related to the public offering

A ward Paymenz".<8
To be eligible to receive an AlP award, you must be actively employed on the date the
payment is made. However, in case of disability, retirement, layoff or death during the plan
year, a prorated award based on participation in the plan may be payable. Employees who
resign or are terminated for cause at any time prior to payment are not eligible.

Awards are usually determined and paid in cash as soon as possible after the release of
financial results. Awards are paid by March 15"1 of the following year, Awards are subject to
all federal, state and local income tax withholdings.

if you become eligible to join the AlP during a plan year, any payout for that year will be
prorated to reflect your participation in the plan.

The American Water Board, or its designee for these purposes, reserves the right to
determine whether incentives are payable to any individual or group of individuals. The
Board may withhold all incentive payments in certain circumstances, such as failing to reach
minimum financial goals. Individuals who do not meet their individual performance
expectations will not be eligible to receive an incentive award.

Gi\HR\COMMON.PS\WPFILES\AlP\2DOB\Finals\BrochureAnnuaI Incentive Plan.May 2DO8.doc

12



This brochure describes the 2008 American Water Annual incentive Plan. The American Water Board or its
Designee, whose decisions will be final and binding, will determine interpretations of the Plan. The Company
reserves the right to amend, modify, or discontinue the Plan during the plan year or at any time in the fulure.
Participation in the Plan does not convey any commitment lo ongoing employment. If there are any
differences between the information contained here and the Plan Document, the Plan Documents will govern.

Attachment RCS~4
Docket Nos. W-01303A-09~0-43 8
sw-01303A-09-0343
Page 51 of 121

Re warding Alfie Yemeni*
Our AlP goals are challenging, but with your focus and contribution and effective teamwork,
they can be achieved. Remember, your individual results do matter, our overall performance
is the collective results of all our employees.

It is important that you clearly understand your goals, how we are performing against the
goals, and how the AlP works so you know how you personally affect our performance. Be
sure to talk to your manager or your local HR representative if you have questions.

&\HR\CGMMON.PS\WPFILES\AlP\2DGB\Firlals\Bfod1ureAnnual Incentive PlanMay 2008.doc
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A fiachmerri A

Company bonus 2008 for A8me:'ican Wafer will be used on
Qperafizrg Income. If ha Uperati/rg Income results are Mei, the
award payout will ire based on fire folio wing:

Bonus payout curve: Range between 0% and 150%
% of Operating %

Income Achieved Payout
115% 150%
112% 140%
109% 130%
106% 120%
103% 110%
100% * 100%
97% 80%
94% 60%
91 % 40%
88% 20%
85% 0%

* Business Plan Operating Income

Operating Income is defined as earnings before interest, taxes and other non-operating
expenses. The bonus payout curve applies to Corporate, Divisional/Regional and State
Operating Income,

GI\HR\COMMON,PS\WPFILEs\AlP\2008\Fiy\3ls\Brochure.Annual lncenlive Pfan.May 2oos.d1>c
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2808 AlP QIQERATHQNAL WIEASURIES & "rAlfa<5&vs*»

Environmental Compliance

For determining the Environmental Compliance AlP component, American Water will count Notices of
Violation for which the Company is responsible as described in the Environmental Non-Compliance
reporting Practice. Target allocation of NOV's is as follows: Eastern Division - 8, Western Division - 8,
AWE - 4. AW Corporate holds 1 NOV in reserve for a total AW target of 21. For award, if the AW total
is at or below the total target of 21 the AlP is awarded to all based on the AW total result. If the total
AW target is exceeded the AlP will be evaluated and awarded by the individual Division and AWE
target allocations.

Environmental Compliance Award Scale

% of Target
s 50%

75%

100%
110%

t 20%
>_ 130%

Award

120%

110%

100%

70%
30%

0%

G;\HR\COMMON.Ps\WPFILES\A¥P\20OB\Finals\BfDchure.Annual Incentive Plan May 2008 doc
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ORIR Tarqets for 2008

Business Unit 2007 Actual ORIR 2008 AlP Target
AWE 5.61 5;33
AWM 4.07 3.87

Military 6.67 6.34
NE Canadian O&M 4.86 4.62

AWE Total 5.24 4.98
Kentucky 6;06 5.76
New Jersey 1038 9.86
Pennsylvania 8.62 8.19

West Virginia 5;8 5.51

Ll, MD, TN, VA Consolidated 6.7 6.37
Eastern Total 8.09 7.69

Illinois 10.59 10.06

Indiana 10.2 9.69
Missouri 11.63 11.05

Arizona 9.11 8.65
California 11.29 10.73
IA, Ml, OH, HI, NM, Tx
Consolidated 7.81 7.42

Western Total 9.68 9.20

American Water Total 7.11 6.75
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A ffachment 8

Safety Ferformance

For the OSHA Total Recordable Incident Rate (ORlR), year over year reduction targets are as follows:
2008 - 5%, 2009 - 10%, 2010 - 10%. Performance will be evaluated individually for New Jersey,
Pennsylvania, West Virginia, Kentucky, Illinois, Indiana, Missouri, Arizona, California, AWE Contract
Operations, AWE Military Services, AWM, and AWE Canada. Performance evaluations will also be
made for the following smaller State groupings: 1. Long Island Water Company, Tennessee, Maryland
and Virginia (Eastern Division), 2. Ohio, Iowa, Michigan, Texas, New Mexico and Hawaii (Western
Division).

Safety Performance Award Scale
Result

> 20% Reduction from YE 2007
> 10% Reduction from YE 2007
>= 5% Reduction from YE 2007
> 2.5% Reduction from YE 2007
< 2.5% reduction from YE 2007
increase from YE 2007

Award

120%
110%
100%
70%
30%
0%

Gi\HR\CoMMON.PS\WPFlLES\AIP\200B\Fina\s\BrDchu1e.Annual Incerllive Plan.May2008.606
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Customer Satisfaction

This operational metric measures through a sun/ey the following question, "Overall, how satisfied
have you been with (Company Name) in general during the past twelve months", which has a five-
point response scale (Extremely Satisfied, Very Satisfied, Somewhat Satisfied, Somewhat
Dissatisfied, Very Dissatisfied), response percentages within the top two categories (extremely and
very satisfied) are indicative of customer satisfaction levels associated with brand/product/service
loyalty and advocacy. Focusing attention in this area will drive both this and overall satisfaction in a
positive direction. For 2008 a challenging goal of 70% has been set for customer satisfaction in the
top two response categories. Individual State targets will be used except for smaller States who
historically have small sample sizes making results somewhat erratic. These States will be grouped
by management team structure as follows: MD will be grouped with VA, Ml with IN, HI and NM with
As, and TX with mo.

Note: The top three response category % for this measure (extremely, very 8¢ somewhat satisfied) is
also a meaningful measure for overall customer satisfaction and correlates to the former AlP metric
and goal of 95% for survey question, "Overall, how satisfied are you with the service or services
offered by (Company Name)?". While not an AlP metric for 2008, the existing overall customer
satisfaction goal of 95% remains as a performance target from the COO and is to be cascaded
throughout AW as personal performance targets.

Customer Satisfaction Award Scale

Award% Achieved
s 65%

66%

67%

68%

69%

70%

0%

10%

20%

40%

80%

100%

71%
2 72%

110%

120%

G:\HR\COMmON.PS\WpFILES\Alp\2008\Finals\Brochure.Annua\ Incenilve plan.may2GO8.do<:

17



Service Quality Satisfaction - 2008 Targets
State 2007 Result Target
New Jersey

New York
West Virginia

Kentucky
Tennessee

Pennsylvania
VirginialMeryland
Indiana/Michigan

Ohio
Illinois

lowa
Missouri/Texas

California
New Mexico

Arizona/Hawaii

78
71
80
87
84
84
87
86
85
80
86
84
83
89
84

80
80
80
85
84
84
85
85
85
80
85
84
83
85
84

American Water 83
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A ttachrriem* 8

Service Quality

The AW goal is to achieve "world class" status of performance system-wide within the next three
years (market survey professionals indicate achieving 85% is approaching "world class" status). For
2008, targets will be based on actual 2007 performance levels as follows. For Companies not
achieving the 2007 goal of 80%, 2008 is a performance improvement year with the target remaining at
80%. For Companies achieving 80% or better in 2007, 2008 targets are your 2007 final result with a
target cap of 85%. These Companies will use a graduated incentive payout scale shown below.
individual State targets will be used except for smaller States who historically have small sample sizes
making results somewhat erratic. These States will be grouped by management team structure as
follows. MD will be grouped with VA, MI with IN, HI with AZ, and TX with MO.

Service Quality Award Scale
2007 Result < 80% TargetBetween 80% 8¢ 84% Target = 85%
Award  ̀%Achieved Award % point change Award Actual %

from 2007 Achieved

120%
110%
100%
70%
30%
0%

z 83%
82%
80%
79%
78%
77%

120%
110%
100°/>
70%
30%
0%

3%
2%
0%
-1%
-2%
-3%

120%
110°/>
100%
70%
30%
0%

87%
86%
85%
83°/o
82%
81 %

G;\HR\COMMON.PS\wPFILES\AlP\200B\Fina\s\Brochura.Anhual Incentive pIan.May20OB.doc
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Operational Parameters for 2008 AlP - Payout Scale and
Relative Weighting - Customer Service Genders

Relative Weighting

34% 33% 33%

ll. Pavout Scales

CUSTOMER
SATISFACTION SERVICE QUALITY

SERVICE
LEVEL

% Achieved Payout (%)

See Page 17

%
Achieved Payout (%)

See Page 18

% Achieved

< 72%

72% - <80%

80%

>80% - <84%
84% - < 86%

86%

Payout (%)

0%

75%
100%

105%
110%

120%

Gz\HR\CON\MON.PS\WPFlLES\AlP\2DOB\FiN3lS\BfQd\Ure.A!1r\UBI IncoMive PIan.May 2D08.doc
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Operational Parameters for 2008 AlP - Payout Scale
and Relative Weighting -. Shared Services Getter

l. Relative Weighting

55%
ll. Payout Scales

QUALITY

45%

COMPLIANCE

% Achieved *

<75%

75%~
80%

85%
90%

95%
100%

Pavout (%)

0%

25%
50%

75%
100%

110%
120%

° /> Achieved

<75%

75%
80%

85%

90%
95%

100%

* Payout (%)

0%

25%
50%

75%
100%

110%
120%

* If the percentage achieved is between the range parameters of the scale, the payout
percentage will be derived from the actual percentage achieved. For example, if the
percentage achieved is 88%, the payout percentage will be 90%.

Gz\HR\COMMONPS\WPFILES\A\P\2OG8\Finals\Brochure.Annual lncen\ive PIan.May 2008.doc
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Sheryl L. Hubbard
Manager, Rates & Regulation

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 3-2

Achievement Incentive Pay (AlP). Refer to the direct testimony of Company
witness Paul G. Towsley at page 13. Please provide a breakout, by amount and
account, of the test year AlP expense of $475,900 between each of the two water
and three wastewater districts that are included in the Company's filing.

The amount of the test year Arizona American employees' AlP expense of
$475,900 allocated to each of the districts in this case are shown below. The
expense was recorded in Account 501711 .

District
Anthem Water
Sun City Water
Anthem /Agua Fria WW
Sun City Wastewater
Sun City West Wastewater

Annual Expense
$44,560
58,075
58,795
35,906
30,382
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
w-01303A-09-0343, SW-01303A~09-0343

Response provided by: Miles H. Kiger

Title: Rate Analyst

Address: 2355 W. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 6-1

Payroll/lncentive Pay. Refer to the responses to RUCO 2-6, RUCO 2-87, RUCO
3-2, Schedule C-2, Adjustment No. SLH-1 for all five districts, Company workpaper
"AI 08" for each district and the tables below. RUCO 2-6 requested the following:

"Please provide a copy of all incentive compensation/bonus plans and
provide the level of related bonus payments included in test year cost of
service, and all pro forma adjustments. " Emphasis supplied

In response to RUCO 2-6, the Company provided a copy of its 2008 incentive plan,
the amounts shown in column B of the table below and also stated the following:
"No pro forma aoyustments were made to the test year expense."

Please confirm that the amounts listed in the Company's responses to
RUCO 2-6 and RUCO 3-2 are just the "corporate allocation amounts from
Account 501711 and that AAWC has included in its request, amounts which
include "12/31/2008 recorded" plus the "corporate allocation" amounts in
Account 501711, which are shown in columns A, B and C.

Incentive Plan Expense Requested by AAWC: Account 501711

District

Anthem Water

Sun City Water

Anthem/Aqua Fria Wastewater

Sun City Wastewater

Sun City West Wastewater

12/31/08 Corporate 12/31/08

Recorded Allocation Actual

(A) (B) (C )

$ 3,496 $ 44,560 $ 48,056 $

$ 4,224 s 58,075 s 62,299 S

$ - s 58,795 $ 58,795 $

s 35,906 $ 35,906 S

$ 17,753 $ 30,382 $ 48,135 $

Total  $ 25,473 $ 227,7 lb $ 253,191 $

Per

RUCO 2-6 &

RUCO 3-2 Difference

(D) (E)

44,560 $ 3,496

58,075 $ 4,224

58,795 $ ..

35,906 $ -

30,382 s 17,753

227,718 $ 25,473

Please explain fully and in detail why the amounts totaling $25,473 were not
included in AAWC's responses to RUCO 2-6 and RUCO 3-2 as amounts
that AAWC included in the test year including pro forma adjustments.

Q.

a.

b.

(3) Confirmed. The amounts listed in the Company's responses to RUCO
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2-6 and RUCO 3-2 are just the "corporate allocation" amounts from Account
501711. There are district-level amounts from Account 501711 that are
also included as part of the Company's request. The district-level amounts
match theories listed in column (A) in the table presented above.

(b) It was an unintentional oversight. The Company did not realize that there
were Incentive Plan costs being booked at the district level. Please see
Company response to RUCO 6-3.
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Paul Towsley
President

Address : 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-25
Q: Stock-Based Compensation.

List, by amount and account, all stock-based compensation expense charged to the
Company during the test year, including but not limited to executive stock options,
performance share awards, accruals made pursuant to SFAS 123R and any other
stock-based compensation awards that resulted in cost being charged to the Company
during the test year.

Please provide a description of each distinct stock-based compensation program that
resulted in charges to the Company during the test year.

List, by amount and account, all stock-based compensation expense in the Company's
cost of service for the test year with pro forma adjustments, including but not limited to
executive stock options, performance share awards, accruals made pursuant to SFAS
123R and any other stock-based compensation awards that are projected to be
charged to the Company during the test year.

Please provide a description of each distinct stock-based compensation program that is
projected to be included in the charges to the Company during the test year.

A:
a. Account Number

501716
501717
501718

Description Amount
Comp - Stock options $36,693
Comp - Restricted Stock 28,834
Comp - Restricted Stock Units 4,046

b. The plan provides for grants of Non Qualified Stock Options, Company Stock and Stock
Unirsl which may have certain restrictions placed upon them. All such grants of stock
based compensation are subject to terms and conditions of a Grant Agreement which may
include performance requirements or other requirements.

c. Please see response to part a) as actual amounts had no pro Ronna adjustments.

d. Please see part b.

1 A Stock Unit means an award of a phantom unit representing a share of Company stock.

c.

b.

d.

a.



Account Description Service Co. Portion AAWC Non-Affiliate Portion Test Year Total

501716 Comp .- Stock Options $ 36,693 $ 41,909 $ 78,602

501717 Comp - Restricted Stock $ 28,834 $ 103,974 132,808$
501718 Comp .- Restricted Stock Units 4,046$ 43,232$ $ 47,278

$ 258,688
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
w-01303A~09-0343, SW-01303A-09-0343

Response provided by: Miles H. Kiger

Title: Rate Analyst

Address : 2355 W. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027

Company Response Number: RUCK 6-3

Stock-Based Compensation. Refer to the response to RUCO 2-25, Company
workpaper "08 A of I-AZ Corp Summary w/ Proformas Distributed to Distri" and the
table below. The response to RUCO 2-25 indicated that for Account No. 501717 -
Comp-Restricted Stock, the Company recorded a test year amount of $28,834.
However, as shown in the table below, the referenced Company workpaper
indicated that AAWC recorded a total of $49,751 for the districts that are the
subject of this proceeding. Please explain and reconcile this discrepancy. Identify,
quantify and explain each reconciling item.

5017171 16 Comp Exp-Restricted Std

Anthem Sun city

Water Water

$ 9,735 $ 12,688 $

Anthem/Aqua Sun Ci ty

Fria Wastewater Wastewater

12,845 $ 7 ,845 $

Sun City West

Wastewater Total

6,638 $ 49,751

In the Company's response to RUCO 2-25 the Company accidentally provided
only the Service Company portion of stock-based compensation. However, in
addition, the Company made a mistake in its statement of stock based
compensation for the test year due to an accounting error in the test year. Some
stock based compensation was erroneously booked to an AAWC district (instead
of the Corporate account) in the test year which is not a part of this case.

The following table breaks down all stock-based compensation in test-year,
including the Service Company portion.

Table 1.

Q.

The next table breaks down the portion of stock-based compensation allocated to
the districts in the test year.



District 4 Factor Percentage Portion of Stock Based Comp

Anthem Water 9.363% $ 24,222

Sun City Water 12.203% $ 31,568

AnthemlAgua Fria Wastewater 12.354% $ 31,959

Sun City Wastewater 7.545% $ 19,5t7

Sun City West Wastewater 6.384% $ 16,5t5

47.850% $ 123,782
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Table 2.

The referenced amount of $28,834 in the question above relates to the Service
Company portion of Restricted Stock (as can be seen in Table 1) and the
referenced amount of $49,751 relates to the allocated portion of Restricted Stock
from Non-Affiliates (47.85% of $103,974, from Table 1).

Thus for Comp - Stock Options the Company had $37,611 in expense (47.85% of
$78,602). Similarly for Comp - Restricted Stock, and Comp - Restricted Stock
Units, the Company had $63,548 and $22,623 in expense, respectively. These
amounts include the Service Company portion of stock-based compensation.

Because the Company did not include any allocation of AAWC non-affiliate Comp
- Stock Options or Comp - Restricted Stock Units in its filing request (due to the

aforementioned accounting error), it will update its case consistent with these
changes in its rebuttal testimony.
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Sheryl L. Hubbard
Manager, Rates 8¢ Regulation

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-52

Pension Expense. Please reconcile the amount of pension expense in the test
year to the most recent actuarial reports concerning the determination of the net
periodic benefit cost for each pension plan in which the Company employees
participate. Identify, quantify and explain each reconciling item.

The pension expense in the test year is based upon the funding requirement for
the upcoming year based upon the actuarial report of Towers Perrin. See
response to data request number RUCO 2-96 for explanations. A copy of the Plan
is attached as RUCO 2-52 - AW 2009 Pension Qualified Plan Report.pdf.
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American Water Works Company, Inc.

Pension Plan

Actuarial Valuation Report

Pension Cost for Fiscal Year Ending December 31, 2009

Employer Contributions for Plan Year Beginning July 1, 2008

March 2009

This report is confidential and intended solely for the information and benefit of the immediate recipient thereof. It may not be distributed to
a third party unless expressly allowed under the "Actuarial Certification, Reliances and Distribution" section herein.
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Management Summary of Valuation Results
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MS~1

Financial Results

This report summarizes financial results for American Water Works Company, Inc. ("American Water"
or AW") Pension Plan based on actuarial valuations as of January 1, 2009 and January 1, 2008 for
determination of pension accounting cost, and valuations as of July l, 2008 and July 1, 2007 for
determination of plan contributions.

FAS 87 Pension Cost(1)
Amount

January 1, 2009
81,116,478$

January 1, 2008

$ 39,625,996

FAS 87 Funded Position
Accumulated benefit obligation [ABO]

Projected benefit obligation [PBO]

Fair value of assets [F\/]

Overfunded (underfunded) PBO

PBO funded percentage [FV + PBO]

$ 866,421,615

993,097,131

513,283,024

(479,814,107)

51.7%

$ 772,542,892
893,123,743
627,988,678

(265,135,065)
70.3%

Employer Contributions July 1, 2008 July 1, 2007
Minimum funding requirement

Remaining cash requirement (assuming
sponsor elects full use of available credit
balance)

Maximum deductible contributionlzl

$ 64,177,894 $ 75,996,105

64,177,894
737,279,013

75,996,105
673,880,639

ERISA Funded Position

$ 812,174,413

634,664,895

631,285,122

180,889,291

s 801 ,432,166(4)

591 ,972,484

N/A

N/A

Funding target [FT]

Actuarial value of assets [AVA]

Net actuarial value of assets [NAVA]l3)

Funding shortfall/(excess assets) [FT -- NAVA]

Actuarial value of asset as a percentage
of funding target

Funding target attainment percentage

78.1%

77.7%

73.9%(4>

N/A

(1) All FAS 87 results shown in this report were prepared before application of purchase accounting
due to the sale of American Water to RWE.

(2) Estimated amount, pending issuance of Treasury/IRS guidance.

(3) Net actuarial value of assets is equal to the actuarial value of assets less the Plan's total credit
balance.

(4) Results for 2008 are based on the plan's current liability.

American Water Works Company, Inc. Pension Plan, March 2009
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MS-2

FAS 87 Pension Cost and Funded Position

Pension cost is the amount recognized in AW's financial statement as the cost of the pension plan and is
determined in accordance with Financial Accounting Standard No. 87. The Fiscal 2009 pension cost for
the plan is $81,l16,478, or 26.1% of covered pay.

Under FAS 87, as amended by FAS 158, the prob ected benefit obligation (PBO) funded status of each
pension plan at the plan's measurement date is required to be reported as an asset (for overfunded plans)
or a liability (for underfunded plans). The PBO is the actuarial present value of benefits attributed to
service rendered prior to the measurement date, measured using expected future pay increases for pay-
related plans. The plan's underfunded PBO as of January l, 2009 was $479.8 million, based on the fair
value of plan assets of$513.3 million and a PBO of $993.1 million.

Fiscal year-end financial reporting and disclosures are prepared before detailed participant data and the
full valuation results are available. Therefore, the December 31, 2008 postretirernent benefit asset
(liability) was derived from the July 1, 2008 valuation results. The 2009 financial reporting information
will be developed based on the results of the July 1, 2008 valuation, rolled forward to the end of 2008
and adjusted for the year-end discount rate and asset values, as well as significant changes in plan
provisions and participant population.

Change in Pension Cost and Overfunded (Underfunded) PBO

The pension cost increased from $39,625,996 in fiscal 2008 to $81,116,478 in fiscal 2009 and the
underfunded PBO increased from $(265,135,065) on January 1, 2008 to $(479,814,107), as set forth
below:

Pension Cost
Funded

Position

$ 39,625,996 $ (265,135,065)

(2,982,015) 42,493,168

Prior year

Change due to;

> Expected based on prior valuation

> Loss (gain) from nor investment
experience

> Loss (gain) from asset experience

> Assumption changes

> Plan amendments

Current year

1,762,793
37,809,962
4,899,742

0
$ 81 ,116,478

(16,002,728)

(209,099,734)

(32,069,748)
0

$ (479,814,107)

American Water Works, Pension Plan, March 2009
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MS-3

Significant reasons for these changes include the following:

> The return on the fair value of plan assets since the prior measurement date was less than expected,
which increased the underfunded PBO and increased pension cost.

> The assumed rate of future salary increases was lowered by 25 basis points, which decreased pension
cost and decreased the underfunded PBO.

> The overtime assumption for union participants and nonunion, nonexempt participants was
increased, which increased the underfunded PBO and decreased pension cost.

> The discount rate for benefit obligations was changed from6.27% to 6. 12%, which increased
pension cost and increased underfunded PBO.

> Minor losses from what was assumed for plan demographics occurred, which increased pension cost
and increased underfunded PBO.

American Water Works Company, Inc. Pension Plan, March 2009
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MS-4

History of Pension Cost

The following chart shows the history of the plan's pension cost.

History of Pension Cost

History of Pension Cost

Focal
year

2009*

2008*

2007*

2006

2005

-Pension cost -

Percent of
covered pay

26.1 %

13.4

13.5

16.7

15.5

Discount
rateAmount

$ 81 ,116,478

39,625,996

38,968,697

40,327,960

36,845,672

6.12%

6.27

5.90

5.65

6.00

* All values on or after 2007 reflect the merger of Elizabethtown Water Company Pension
Plan as of December 31, 2006.

American Water Works, Pension Plan, March 2009
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MS-5

Employer Contributions and ERISA Funded Position

Under the Pension Protection Act of 2006 (PPA), the funded position is measured by comparing the
actuarial value of assets, reduced by the plan's credit balance, with the funding target. The amount by
which the funding target exceeds the net actuarial value of assets is the plan's funding shortfall. If the
net actuarial value of assets exceeds the funding target, the difference is the plan's excess assets. The
actuarial value of assets is an average of the fair market value over a three-month period, adjusted for
contributions and disbursements. The funding target is the present value of benefits accrued or earned as
of the valuation date. The target normal cost is the present value of benefits expected to be earned during
the plan year. Plans that do not meet certain funded status criteria are considered to be at-risk and are
required to use specific actuarial assumptions, and in some cases additional loads, that will generally
increase the funding target and target normal cost.

The plan's funding shortfall is $180,889,291 as of July l, 2008. The plan's actuarial value of assets,
including the credit balance, is 78. 1% of the funding target as of July l, 2008. This percentage is based
on an actuarial value of assets of $634,664,895 and a funding target of $812,l74,413.

The minimum funding requirement under the PPA is generally equal to the target normal cost plus
amortization of the plan's funding shortfall and any funding waivers. For overfunded plans, the
minimum funding requirement is reduced by the amount of the plan's excess assets. The minimum
funding requirement for 2008 is $644l77,894, or 20.6% of covered pay.

Plan sponsors that have in the past contributed more than the minimum may have a credit balance.
Sponsors can elect to apply the plan's credit balance to offset the minimum funding requirement if
certain other requirements are met.

Because the plan does not meet these requirements, the plan's credit balance of $3,379,773 as of July l,
2008 may not be used to offset the minimum funding requirement during this plan year. The credit
balance may, by plan sponsor election on or before June 30, 2009, be forfeited or, alternatively, conied
forward and potentially used in future years.

The maximum deductible contribution under the PPA is generally equal to 150% of the funding target,
plus the target normal cost, plus an allowance for future pay or benefit increases, less the actuarial value
of assets. For plans that are not at-risk, the deductible limit will not be less than the unfunded funding
target plus the target normal cost, both determined as if the plan were at-risk. For all plans, the
deductible limit will not be less than the minimum funding requirement. Pending issuance of
Treasury/IRS guidance, the estimated maximum deductible contribution for the plan is $737,279,013

Timing of Contributions

If a plan has a funding shortfall for the current plan year, quarterly contributions will be required in the
following plan year. Because the plan has a finding shortfall, quarterly contributions for the 2008 plan
year are required. The required amount is $l4,440,026, due on or before each of October 15, 2008,
January 15, 2009, April 15, 2009, and July 15, 2009.

American Water Works Company, Inc. Pension Plan, March 2009



Attachment RCS-4
Docket Nos. W-01303A.09-0343 &
SW-01303A-09-0343
Page 74 of 121

MS-6

Funding Policy

American Water's funding policy is to contribute an amount equal to the minimum required contribution
under ERISA. American Water may increase its contribution above the minimum if appropriate to its
tax and cash position and the plan's funded position. American Water makes plan contributions each
plan year in four installments, one in August, one in November, one in February, and one in May,
which, in total, suffice to cover the minimum funding requirement for the plan year, and, individually,
suffice to cover the quarterly requirements in October, January, April, and July respectively of each plan
year,

Plan year contributions were made in the amounts of $15,000,000 during August of 2008, $15,000,000
during November of2008, and $17,100,000 during February of2009. Additionally, $17,100,000 is
expected to be funded during May of 2009.

Benefit Limitations

Under the PPA, a plan may become subject to various benefit limitations if its funded status falls below
certain thresholds. Plan amendments that increase benefits are prohibited if the effect of the amendment
would be to reduce the adjusted finding target attainment percentage (AFTAP) below 80%. Benefit
accruals must cease and shutdown benefits are prohibited if the AFTAP falls below 60%. To avoid these
benefit limitations, a plan sponsor may either contribute certain additional amounts for the current plan
year or provide security outside the plan.

Plans are prohibited from paying lump sums or other accelerated forms of distribution if the AFTAP is
below 60%, and only reduced amounts are allowed to be paid if the AFTAP is between 60% and 80%.

The AFTAP for 2008 is 77.7% as of July 1, 2008.

However, per American Water's legal counsel, American Water is considered a collectively bargained
plan and as such is exempt from potential benefit restrictions until the plan year beginning July 1, 2010.

PBGC Reporting Requirements

For plan years beginning after 2006, the PPA eliminated the PBGC participant notification requirements
for plans that are required to pay a PBGC variable premium and have a funded percentage below a
specified "gateway" percentage. For plan years beginning in 2008, all defined benefit plans subj et to
Title IV of ERISA are required to issue annual funding notices (due 120 days after the end of the plan
year).

With respect to reporting years beginning before 2008, additional financial and actuarial information
must be provided to the PBGC if, at the end of the year, all defined benefit plans within the controlled
group have an unfunded vested liability of $50 million or more using assumptions mandated by the
PBGC.

As of year end 2007, unfunded vested liabilities for all defined benefit plans within the controlled group
were more than $50 million. Consequently, additional financial and actuarial information was provided
to the PBGC.

For reporting years beginning after 2007, the PPA changed the $50 million threshold. A filing will now
be required if the funding target attainment percentage (FTAP) for the year is less than 80% for any plan

American Water Works, Pension Plan, March 2009
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SI-1

Asset Values

Asset Values for Calculating
Pension Cost and Funded Position

Fair value (excludes contributions receivable):

> As of January 1, 2008

> Contributions

> Disbursements

> Investment return

> As of January 1, 2009

> Rate of return

Market-related value:

> As of January 1, 2008

> As of January 1, 2009

> Rate of return

$ 627,988,678

76,000,000

(30,666,719)

(160,038,935)

$ 513,283,024

(24.6)%

$ 627,988,678

513,283,024

(24.6)%

Asset Values for Calculating
Employer Contributions

$ 613,302,064
76,631,850

(32,132,123)
(41,917,693)

$ 615,884,098
(6.6)%

Market value (includes contributions receivable):

> As of July 1, 2007

> Contributions

> Disbursements

> Investment return

> As of July 1, 2008

> Rate of return

Actuarial value:

> As of July 1, 2007

> As of July 1, 2008

> Rate of return

>

$ 591 ,972,484

634,664,895

(0.5)%

Rate of return (assuming mid-year cash flow)
for Schedule SB of form 5500 (0.5)%

American Water Works, Pension Plan, March 2009
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SI-2

Basic Results for Pension Cost and Funded Position

January 1, 2009 January 1, 2008

Service Cost $ 28,170,353 $ 25,892,330

Obligations

Accumulated benefit obligation [ABO]:

> Participants currently receiving benefits

> Deferred inactive participants

> Active participants

Total ABO

Obligation due to future salary increases

Projected benefit obligation [PBO]

$ 330,657,804

79,646,589

456,117,222

$ 866,421,615

126,675,516

$ 993,097,131

$ 305,427,668

77,443,963

389,671,261

$ 772,542,892

120,580,851

$ 893,123,743

A s s e t s

Fair value [F\/]

Unamortized investment losses (gains)

Market-related value

$ 513,283,024

0

$ 513,283,024

$ 627,988,678

0

$ 627,988,678

Funded Position

Overfunded (underfunded) PBO [FV ... PBO]

PBO funded percentage [FV + PBO]

$ (479,814,107)

51.7%

$ (265,135,065)

70.3%

Amounts Not Yet Recognized in Net
Periodic Cost

Net actuarial loss (gain)

Prior service cost (credit)

Total

$ 423,099,577

2,505,296

$ 425,704,873

$ 171,339,010

3,312,817

$ 174,551 ,827

Prepaid (accrued) pension cost as of
January 1 (54,109,234) (90,483,238)

Key Economic Assumptions

Discount rate

Rate of return on assets

Salary increase rate

6.12%

7.90%

4.00%

6.27%

7.90%

4.25%

American Water Works, Pension Plan, March 2009
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SI-3

Pension Cost

Fiscal 2009 Fiscal 2008

Pension Cost

$ 28,170,353

61 ,493,551

(42,224,081)

$ 25,892,330

56,675,301

(51 ,701 ,245)

Service cost

Interest cost

Expected return on assets

Amortization:

> Transition obligation (asset)

> Prior service cost (credit)

> Net loss (gain)

Pension cost

Percent of covered pay

Per active participant

0
707,521

32,969,134
$ 81,116,478

26.1%
16,626$

0
707,521

8,052,089
$ 39,625,996

13.4%
7,842$

American Water Works, Pension Plan, March 2009
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SI-6

Minimum Required Employer Contribution

July 1, 2008 July 1, 2007

Minimum Required Employer
Contribution

Target normal cost

Net shortfall amortization charge

Waiver amortization charge

Excess assets

Minimum funding requirement

Available credit balance

Final cash requirement*

Percent of covered pay

Per active participant

$ 33,967,724
30,210,170

0
0

$ 64,177,894
0

64,177,894
20.6%

13,154$

NIA
N/A
N/A
N/A
N/A
N/A

$ 75,996,105
25.8%

15,040$

Additional details regarding the calculation of the minimum required employer contribution may be
obtained from the Form 5500 Schedule SB filings and attachments.

* Note that the plan does not meet the requirements which would otherwise allow for optionally
electing to use credit balance to reduce the minimum cash funding requirement for the plan year
beginning July 1, 2008.

American Water Works, Pension Plan, March 2009
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SI-8

Maximum Deductible Employer Contribution

July 1, 2008 July 1, 2007

Basic Funding Limit

Funding target

Target normal cost

Statutory cushion amount

Basic funding limit

812,174,413
33,967,724

525,801,771
$ 1,371,943,908

$ N/A

N/A

N/A

N/A

Maximum Deductible Employer
Contribution

$

$

Maximum funding limit

Actuarial value of assets

Preliminary maximum contribution

Minimum funding requirement

Maximum deductible contribution

Percent of covered pay

Per active participant

$ 1,371,943,908
634,664,895
737,279,013
64,177,894

737,279,013*
237.1%

151 ,113$

N/A

N/A

N/A

N/A

$ 673,880,639

228.5%
133,362$

* Estimated amount, pending issuance of Treasury/IRS guidance

American Water Works, Pension Plan, March 2009
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SI-23

The following union groups are excluded firm this benefit freeze provision:

>

>

>

>

Union employees at Sterling or Alton, Illinois

Union employees at Pensacola, Florida

Union employees as of January 15, 2002 who were included in the Citizens
Utility acquisition

Elizabethtown Water Company employees of Local 423 hired before
April l, 2006 or Local 68 hired before May 1, 2006

Note: Years of service for purposes of determining eligibility for benefits
(vesting, disability, early retirement and preretirernent death benefits) continue
to accrue for all union participants whose benefits are frozen as of
December 3 l, 2005.

(n) Recent acquisitions- - service credit from dates shown below:

Location Date

June 30, 1995
July 1, 1998
November 1, 2001

Country Place Water
Hawaii American Water
City of Florissant, MO
(nonunion employees)
Texas American Water
City of Webster Groves, MO
LP Water and Sewer Company
(nonunion employees)

July 1, 2002
February 8, 2002
April 3, 2002

Eligibilitv for Participation: Each employee commences participation on the first day of the
calendar month next following completion of one Year of Service. The following groups of
employees are not eligible to participate in the plan:

(a) Nonunion employees hired or rehired on or after January 1, 2006

(b) Union employees hired or rehired on or after January 1, 2006 (April 1, or May 1, 2006 for
employees of Elizabethtown Water unions 423 and 68 respectively)

(c) Any employee who was not eligible to accrue a benefit as of January l, 2006 (with noted
exceptions for certain union groups).

4. Benefits:

(a) Normal Retirement Benefit:

3.

American Water Works, Pension Plan, March 2009
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Jim Bozman
Senior Financial Analyst

Address : 131 Woodcrest Road
Ch€III'y Hill, NJ 08003-3620

Company Response Number: RUCO 2-95

Please provide all documents showing the performance of the defined benefit
pension plan in 2009.

Attached is the most recent (QS) report from our investment advisor Callan. Page
16 provides a performance summary for various ending periods and includes
information on all pension amounts from various funds by each asset class.

The last four pages of the report are confidential and proprietary to Calian and
have been eliminated. It is a list of managers that do business with Calian and
does not impact the nature of the question.

As displayed on page 16, the total return year-to-date 2009 is 20.34%.
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Callas Associates Inc.
Investment Measurement Service

Quarterly Review

American WaterWorks Company
Pension Plan

September 30, 2009

The following report was prepared by Callas Associates Inc. ("CAI") using information from sources that
include the following: fund t1ustee(s), fund custodian(s), investment 1nanager(s), CAI computer software,
CAI investment manager and fund sponsor database, third party data vendors, and other outside sources
as directed by the client. CAI assumes no responsibility for the accuracy or completeness of the
information provided, or methodologies employed, by any information providers external to CAI.
Reasonable care has been taken to assure the accuracy of the CAI database and computer software. In
preparing the following report, CAI has not reviewed the risks of individual security holdings or the
compliance/non-compliance of individual security holdings with investment policies and guidelines of a
Nund sponsor, nor has it assumed any responsibility to do so. Copyright 2009 by Callan Associates Inc.
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041

Active Management Overview
Market Overview
Domestic Equity
Domestic Fixed-Income
International Equity
International Fixed-Income

2
3
4
5
6

Asset Allocation and Performance
Foreword
Actual vs. Target Asset Allocation
Quarterly Total Fund Attribution
Cumulative Total Fund Attribution
Cumulative Performance
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Investment Manager Returns

8
9

10
11
13
14
15
16
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Eagle Asset
Fisher Investments

22
25

International Equity
Pyramis
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29
32

Domestic Fixed-Income
Evergreen Investments 36

Callas Research/Education 39

Disclosures 43



:

Investment Manager Returns
The table below details the rates of return for the Sponsor's investment managers

over various time periods ended September 30, 2009. Negative returns are shown in red,
positive returns in black. Returns for one year or greater are annualized. The first set of
returns for each asset class represents the composite returns for all the fund's accounts for
that asset class.
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C241

Returns for Periods Ended September 30, 2009

Last
Year

Last
3

Years
Large Cap Equity

Vanguard Inst. Index Fund
S&P 500

Last
Quarter
15.63%
15.63%
15.61%

Last
3/4

Year
19.43 %
19.43%
19.26%

(6.73%)
(6,73%)
(6.98 4/); (5.43%)

(5.35%)
15 15%)

Last
5

Years
1.02%
1.02%
1.02%

Small Cap Equity
Eagle Asset
Fisher

32.26%
32.25%
32.24%
22.43%

(2.8 Q (91 (2.,u3%) 4.15%

Russell 2000 Index

21.41%
19.41%
23.49%
19.28% {9.55%} 2.41%

23.68%
24.72%
22.66%
28.97%

0.73%

(4.57%)

(4.68%> 5.53%International Equity
Pyramid
Principal
MSCI EAFE Index

18.11%
18.47%
17.75%
19.47% 3.23% l8.6(}%) 6.07%

Domestic Fixed-Income
Evergreen Core Bond

Custom Benchmark*
John Hancock

BC Govt/Credit Bd

4.78%
11.04%

3.74%
3.41%
4.16%
3.74%
9.23%

12.35%
16.76%
5.72%

15.36%
4.74%
5.72%

18.91%

7.78%
16_24%
10.56%
0.17%

11.46%
10.56%
10.88%

3.71%
5.56%
6.41%
4.33%
6.25%
6.41%

4.03%
4.78%
5.08%
5.41%
4.92%
5.13%BC Age

Principal Group

Total Fund 13.88%
16.22%
13.65%

0.11% 3.73%
Total Fund w/0 John Hancock

Total Fund Target

20.34%
22.20%
19.18%

4.26%
5.67%
3.00% 0.29% 3.90%

* Current Quarter Target : 36.0% S&P 500 Index, 30.0% BC Aggregate Index, 22,0% MSCI EAFE Index and 12.0% US Small
Cap 1750 Index.
* Custom benchmark is BC Govt/Credit up until 09/30/2005 and BC Age thereafter.



2004 2005 2006 2007 2008

$146,893 $317,798 $1,013,141 $903,222 $1,734,561

2004 2005 2006 2007 2008

$73,823 $63,196 $74,032 $62,603 $75,723
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Thomas M. Broderick
Director, Rates & Regulation

Address : 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-60

AZAWC pension and OPEB expense.

a. Provide the amount of actual expense AzAWC recorded for pensions
each year from 2004 through 2009.

b. Provide the amount of actual expense AzAWC recorded for OPEBs
each year from 2004 through 2009.

c. Provide the amount of actual AWWSC charges to AzAWC for OPEBs
each year from 2004 through 2009.

d. Has any examination ever been conducted regarding whether and how
AzAWC's funding for pensions and OPEBs has minimized costs? If not,
explain fully why not. If  so, please identify how this was done, and
provide a copy of all Documents.

e. Has AzAWC ever examined converting its defined benefit pension plan
to some other type of retirement benefit in order to help control costs? If
not, explain fully why not. If so, please identify how this was done, and
provide a copy of ail Documents.

a. Pension

b. OPEBS
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c. Please see response to question RUCO 2-59 a & b.

d. Please Company response to RUCO 2-59c.

e. Please see Company response to RUCO 2-59d .
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COMPANY:
DOCKET no-

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Tom Broderick
Director, Rates 81 Regulation

Address: 2355 W. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-43

Please identify the amounts included in cost of service during the test year from
each affiliated company, including but not limited to the American Water Works
Service Company for the following items:

a.

b.

c.

d.

Membership dues in service, social and professional organization (identify),

Lobbying expenses,

Charitable contributions,

Investor relations expenses,

e. Public relations expense, including an explanation of the nature and purpose of
the activities, and

f. Advertising expenses broken down by categories including project, marketing,
corporate, institutional, informational, etc.

g.

h.

Business development.

Executive compensation .

a. See attachment labeled RUCO 2-43a Membership Dues.xls.

b. There were no lobbying expenses charged to Arizona by affiliates during the
test year period .

c. See attachment labeled RUCO 2-43c Charitable Contributions.xls.

d. investor relations expenses for the test year were $19,172.

e. See attachment labeled RUCO 2-43e Public Relations.xls.

f. See attachment labeled RUco2-43f Advertising.xls.

g. Business development expenses for the test year were $101 ,395.

h. Please see response to data request number RUCO 2-25.
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Arizona American Water Company
Docket Nos. W-01303A-09-0343, SW-01303A-09-0343
ServiceCompany - 12 months ended December 2008

Page 1 of 3

Response to Data Request No. RUCO 2-43 (a)

Account 575240 - Company Dues & Memberships Deductible

Account Vendor Amount

575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240

ACTEVA Event Registration
AICPA
American Bar Association
American Water Works Association
AMTRACK
Association of Certified Fraud Examiners
Association of Corporate Counsel
Corporate Executive Board
DELTA AIR
Dun 81 Bradstreet inc
Grandview NTP Media
information Systems Audit and Control Assoc
institute for Supply Mgmt
Institute of Certified Management Accountants
National Investor Relations Institute
NJ Lawyers Fund
NJ Society of CPA's
Propurchaser.com inc
REASON MAGAZINE
SALARlESREVIEW.COM
Six Sigma Academy International
Society for Human Resource Mgmt
State of NJ Board of Accountancy
The State Bar of California
USAIRWAYS
Misc 8< Adjustments

575240
575240
575240
575240
575240 Total

2
27
12
12
4
7

108
1,034

21
119

5
17
29

8
26

9
5

79
1
7

37
7
4

212
g

530
2,331

Account 575241 - Company Dues & Memberships Non-Deductible

Account Vendor
575241 Boston College Center for Corporate Citizenship
575241 University Club atop Symphony Towers
575241 Total

Amount
862
524

1,386

RUCO_2-43a__Dues [RUCO 2-43a] 1/8/10



Attachment RCS-4
Docket Nos. W-01303A-09-0343 &
SW-01303A-09-0343
Page 90 of 121

Arizona American Water Company
Docket Nos. W-01303A-09-0343, SW-01303A-09-0343
Service Company - 12 months ended December 2008

Page 2 of 3

Response to Data Request No. RUCO 2-43 (a)
Account 575242 - Company Dues Deductible American Water Works Association

Account Vendor Amount
575242 American Water Works Association
575242 Total

39
39

Account 575280 - Dues & Memberships Deductible

Account Vendor Amount
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280

Accuity Inc
AICPA
American Bar Association
American Chemical Society
American Management Association
American Payroll Association
American Society for industrial Security
American Society of Microbiology
American Society of Training and Development
American Water Works Association
APICS Association for Operations Management
Association for Financial Professionals
Association of Certified Fraud Examiners
Association of Metropolitan Water Agencies
Burton Group inc
Business for Social Responsibility
Central Coast Human Resources Association
Corporate Executive Board
Dun & Bradstreet Inc
Economic Engine
Foundation of Cross Connection Control and Hydraulic Resea
GANTTHEAD COM
Greater phyla Chamber of Commerce
Growth Association of SW Illinois
Harvard Business School
Human Resource Management Association
Human Resources Certification Institute
information Systems Audit and Control Assoc
Institute for Supply Management
institute of Management and Administration
International Accounts Payable Association
J J Keller gt Associates Inc
LAWYERS CLUB OF s00 OF
Leadership Council
Mid Atlantic Employers Association
National Association of Corporate Directors
National Federation of Agents
National Fire Protection Association

(4)
17

195
25
10
31
21

3
85
83

5
18

7
577

6,129
421

32
1,633

60
8

45
7

1 ,057
6
3

10
5

28
6

12
35

708
116
996

22
20
37
14

RUCO_2» 43a_Dues [RUCO 2-43a] 1/8/10
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Arizona American Water Company
Docket Nos. W-01303A-09-0343, SW-01303A-09-0343
Service Company - 12 months ended December 2008

Page 3 of 3

se to Data Request No. RUCO 2-43 (a)
National Investor Relations Institute
National Notary Association
National Registered Agents
Nat'l Council for Public Private Partnerships
NC State Board of CPA Examiners
Network Solutions
Nor ex Inc
NYS Office of Court Administration
Organization Resources Counsel
PA Institute of CPA's
Penjerdel Employee Benefits 8¢ Compensation Assoc
Pensacola Area Chamber of Commerce
Philadelphia Public Refations
Project Management institute
Propurchaser.com Inc
Public Relations Society
QWIK Prints
Ragan Communications Inc
Secretary Board of Bar Examiners
Society for Human Resource Mgmt
SRI Consulting
St Louis Post Dispatch -Subscription
State Bar of California
Stratford Publications
The Human Resource PLN
The Institute of Internal Auditors
The institute of International Accountants
THE Minority Supplier Development Council of PA NJ DE
The United States Conference of Mayors
Tri-State Human Resources Management Assoc.
Ulico Casualty Co
United Communications
United States Chamber of Commerce
Valley of the Sun Human Resource Association
Wall Street Journal
Water Environment Federation
Water Partnership Council
World at Work
Zoomerang
Misc 8t Adjustments

50
74
52
480

2
231
393
30
209
31
12
it
7
12
79
55
31
13
35
134
174
10

172
4

23
41
38
77

1 ,684
7
1
13

Respon
575280
575280
575280
575280

575280
575280
575280
575280
575280
575280
575280

575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280

575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280 Total

109
11
5

2,641
10
22

(4,342)
15,143

Account 575281 - Dues & Memberships Non-Deductible

Account Vendor
575281 Misc Purchase Card transactions
575281 Total

Amount
52
52

Grand Total Dues & Memberships 18,951

RUCO_2~43a_Dues [RUCO 2-433] 1/8/10
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Arizona American Water Company
Docket Nos. W-01303A-09-0-43, SW-01303A-09-0343
Service Company - 12 months ended December 2008

Page 1 of 1

Response to Data Request No. RUCO 2-43 (c)

Account 575140 - Charitable Contributions Deductible

Account Vendor Amount

575140
575140
575140
575140
575140
575140
575140
575140
575140
575140
575140
575140
575140
575140
575140
575140

Alton PB 8. PA Unit #14 - REMIT
American Cancer Society
American Heart Association
Communities in School
Greater Philo Chamber of Commerce
Johnny Mac's
Juvenile Diabetes Research Foundation
Los Altos Conquer Education Fund
Metro Sports
National Hemophilia Foundation
National Low Income Energy Con
National Multiple Sclerosis Society
United Way of Camden County
United Way of Greater St Louis
Water for People - Denver
Misc & Adjustments

575140 Total

47
277
211
86

211
59

211
43
32
2

211
43

1 ,hes
579

4,252
(167)

7,762

Account 575141 - Charitable Contributions Non-Deductible

Account Vendor Amount
575141 Arts 8¢ Business Council of Greater Philadelphia 742
575141 Total 742

Grand Total Charitable Contributions 8,505

RUCO_2-43c_Charitable_Cor1t [RUCO 2-43c] 1/8/10
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Arizona American Water Company
Docket Nos. W-01303A-09-0343, SW-01303A-09-0343
Service Company - 12 months ended December 2008

Page 1 of 1

Response to Data Request No. RUCO 2-43 (e)

Account 575220 - Community Relations

Account
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220

Vendor Explanation
Alton Marketplace Association 2008 Partnership Sponsor
Alton Marketplace Association Mississippi Earthtones Sponsor
Alton Symphony Orchestra-REMlT Sponsor's Table
Arts & Business Council of Greater Philadelphia Business on Call Sponsorship Fee
Biz Books, Inc Print Ad
Business & Industry Association Sponsor's Table
California Chamber of Commerce Sponsor - Business Legislative Conferer
Cherry Hill American Little League Sponsor
Creative Co-op LLC Print Ad
FedEx Kinko's (Box 672085) Bottled Water Transportation
Grace Media Services Print Ad
Hawk Transport 8= Courier Service Bottled Water Transportation
Holly Label Company inc Bottled Water Labels
Identity Links inc American Water Logo Giveaways
Jackson Brothers Catering Earthtones Event
Langa Resource Group American Water Logo Giveaways
Metro Sports Volleyball League Sponsor
Piasa Foundation Contribution
Pocono Purewater Inc Bottled Water
River Bend Growth Assoc Sponsor
Ronald Mc Donald House Event Sponsorship
San Diego County Tax Payer Association Sponsor
The United States Conference of Mayors Sponsor's Table
WHYY Gold Table Sponsor
YMCA YMCA-CORP CUP PENSACOLA Sponsor
Misc 8. Adjustments

Total Community Relations

Amount
12
11
g

654
3

42
1 ,509

20
14
1

66
87
63

252
1

30
11
47

155
72

165
1,509

126
316
23

184
5,380

RUCO_2~43e_Comm_Relations [RUCO 2-43e] 1/8/10
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Page 1 of 1

Arizona American Water Company
Docket Nos. W-01303A-09-0343, SW-01303A-09-0343
Service Company - 12 months ended December 2008

Response to Data Request No. RUCO 2-43 (f)

Account 575030 - Advertising Expenses

Aecount Vendor Amount
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030

Public Works Financing
AMER WATER WORK WEB
Careerbuilder LLC
Jobs2Web
Jobs2Web
Jobs2Web
Rand Consulting Group
St Louis Post Dispatch
Telegraph -Alton-REMIT
Telegraph -Alton-REMIT
TMP Worldwide
TMP Worldwide
TMP Worldwide
TMP Worldwide
Yahoo Hot Jobs
Yahoo Hot Jobs
Yahoo Hot Jobs
Yahoo Hot Jobs
Yahoo Hot Jobs
AC MOORE ARTS8.CRAFr
American Water Works Assoc-AVW
Black EOE Journal
BOXWOODTECH
Creative Co-op LLC
Creative Co-op LLC
Creative Co-op LLC
Creative Co-op LLC
Hispanic Network Magazine
Misc P-Card Transactions
NATIONAL ASSOCIATION OF C
Professional Womens Magazine
Society of Women Engineers NJ
Williams, Kirkpatrick
Hanley Wood LLC
Hanley Wood LLC
Naylor LLC
Identity Links Inc
Langa Resource Group-REMIT
M&N Services LLC
Misc & adjustments

Category
594 Corporate

17 Employment Classifieds
769 Employment Classifieds
18 Employment Classifieds
18 Employment Classifieds
54 Employment Classifieds

121 Employment Classifieds
35 Employment Classifieds
10 Employment Classifieds
18 Employment Classifieds
11 Employment Classifieds
74 Employment Classifieds
76 Employment Classifieds

1,498 Employment Classifieds
4 Employment Classifieds
5 Employment Classifieds

22 Employment Classifieds
63 Employment Classifieds
71 Employment Classifieds

2 Informational
123 Informational
23 Informational
11 Informational

419 Informational
431 Informational
682 Informational
696 Informational
23 informational

129 Informational
17 Informational
23 Informational
14 Informational
9 Informational

318 Marketing
636 Marketing
295 Marketing

8 Promotional Items
19 Promotional Items
10 Promotional Items

(434) Misc & adjustments
8,930575030 Total Advertising

RUCO_2-43f_Advertising [RUCO 2-43f] 1/8/10
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SW-01303A-09-0343
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
w-01303A-09-0343, sw-01303A-09-0343

Response provided by:
Title:

Sheryl L. Hubbard
Manager, Rates 8¢ Regulation

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-91 Page 1 of 2

Refer to Mr. Cole's testimony at page 16.

a. Provide complete details for the 15 year tank painting calculations.

b. Provide all documents relied upon for the 3 percent CPI factor used.

c. Does the Company have any current forecasts of CPI or PPI based inflation?
If not, explain fully why not. If so, please provide them.

Provide the Company's actual tank painting expense, by district, by year, for
the ten year period through 2009. Also indicate which specific tanks were
painted in each year, and the cost of painting each tank.

Provide complete copies of the TIC inspection reports.

Mr. Cole's testimony refers to tank maintenance in the Sun City Water
District. Please refer to Attachment labeled "RUCO 2-91 a Tank Painting
Calculation.xls" for details.

In the Company's last rate case, Docket Nos. W-01303A-08-0227, SSW-
01303A-08-0227, a five year average for the years 2002 -- 2007 of the 12
months percentage change in CPI for All Items was calculated at 2.93%. Mr.
Cole likely based his 3% factor on that five year average figure. See
workpaper labeled "RUCO 2-91 b Cpl.xls" for that calculation.

No. Mr. Cole did not request an updated calculation of the inflation factor for
his calculations.

Please see attachment labeled "RUCO 2-91 d Tank Painting Expenditures.xls"
for maintenance detail by district. Invoices are also included in this file.

d.

b.

c.

d.

e. The TIC inspection reports are attached and labeled "RUCO 2-91 TIC
Inspection Report- SC WP 1 Tank #1 (05-23-09).Pdf", "RUCK 2-91 TIC
Inspection Report -. SC WP 1 Tank #2(05-23-09).Pdf", "RUCO 2-91 TIC
Inspection Report SC WP sTank #1 (05-22-9).pdf", "RUCO 2-91 TIC
Inspection Report - SC WP sTank #2 (05-22-09).pdf", "RUCO 2-91 TIC
Inspection Report - SC WP 2 Tank #3 (05-22-09).pdf", "RUCO 2-91 TIC
Inspection Report - SC WP 3 Tank #1 (05-20 gt 21-09).pdf", "RUCO 2-91 TIC
Inspection Report .-. SC WP 3 Tank #2 (05-20 & 21-09).pdf", "RUCO 2-91 TIC
Inspection Report .-. SC WP 5 Tank #1 (05-22_09>.pdr', "RUCO 2-91 TIC
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Docket Nos. w-01303A-09-0343 &
SW-01303A-09-0343
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
w-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Sheryl L. Hubbard
Manager, Rates & Regulation

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-91 Page 2 of 2

Inspection Report - SC WP 5 Tank #2 (05-22-09).pdf", "RUCO 2-91 TIC
Inspection Report - SC WP 6 Tank #1 (05-21 & 22-09).pdf", "RUCO 2-91 TIC
Inspection Report .-. SC WP 6 Tank #2 (05-21-09).pdf", "RUCO 2-91 TIC
Inspection Report -. SC WP sTank #1 (05-20 8 21 -09).pdf", and "RUCO 2-91
TIC Inspection Report ..-. SC WP 8 Tank #2 (05-20 8¢ 21-09).pdf".



302,875
2,802,618

581,351
296,649

1 ,786,495
1 ,489,659

267,594
1,141 ,013

152,311
8,820,565
3,471 ,949

Operating Expenses - Dollars:
National Service Company

Service Company .- Belleville Laboratory
Service Company - Call Center
Service Company .. Finance
Service Company - Human Resources
Service Company - information Technology
Service Company - "NSC Functions"
Service Company - Operation / Network
Sen/ice Company - Shared Services
Service Company - Procurement

Subtotal National Service Company
Local Service Company I

Attachment RCS-4
Docket Nos. W-01303A~09-0343 &
SW-01303A-09-0343
Page 97 of 121

COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Miles H. Kiger/Sheryl L. Hubbard
Rate Analyst/Manager, Rates & Regulation

Address: 2355 W. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 4-1

Affiliate management fee charges. Please refer to the table below (from a recent
California American Water rate case) and provide the equivalent actual 2008
information in similar detail that was used as the basis for the amount of National
Service Company and Local Service Company charges reflected in AAWC's
current Arizona rate case:

2008

Description
As Filed

2008

Q.

Please see the attached file labeled "RUCO 4-1 2008 Mgt Fees.xls", which
presents AAWC's portion of affiliate management fee charges in a format similar to
the one presented in the table above. Furthermore, the Company workpaper
"2008 One-Time Adj Mgmt Fees.xls" confirms that the total national and local
affiliate management fee charges presented in "RUCO 4-1 2008 Mgt Fees.xls" was
used as the basis for all service company adjustments made in AAWC's current
filing.



Function

Referenced in
California Case

AAWC

2008 O&M
AmountOffice

Attachment RCS-4
Docket Nos. W-01303A~09-0343 &
SW-01303A-09-0343
Page 98 of 121

Arizona American Water Company
Docket Nos. W-01303A-09-0343; SW-01303A-09-0343
2008 Arizona American Service Co. Charges by Office and Function (O&M)

Page 1 of 2

Response to Data Request No. RUCO 4-1

Belleville Lab 202,604 Service Co. - Belleville Lab

Call Center 2,261,581 Service Co. - Call Center

Central Region 34,025 Service Co. - NSC Functions

Corporate Administration
Audit
Communications
Finance
Human Resources

Legal
Operations
Rates & Revenue
Risk Management
Water Quality

792,624
60,074
95,820

996,751
240,802

90,856
171,129

87,168
102,262

79,119
2,716,605

Service Co. -

Service Co. -

Service Co. -

Service Co. -

Service Co. -

Service Co. -

Service Co. -

Service Co. -

Service Co.

Service Co.

NSC Functions

NSC Functions

NSC Functions

Finance

Human Resources

NSC Functions

NSC Functions

NSC Functions

NSC Functions

NSC Functions

ITS 1,699,939 Service Co. - Information Technology

Northeast Region 13,753 Service Co. - NSC Functions

Shared Service Center 979,417 Service Co. - Shared Services

Southeast Region 37,439 Service Co. - NSC Functions

Supply Chain 145,535 Service Co. - Procurement

Western Region Administration
Communications

Customer Service
Engineering

Finance
Human Resources
Legal

Operations
Risk Management
Water Quality

692,456
292,909

775
50,588

818,158
412,042
402,724

548,196
242,738
68,650

3,529,235

Local Service Company
Local Service Company
Local Service Company
Local Service Company
Local Service Company

Local Service Company
Local Service Company

Local Service Company
Local Service Company
Local Service Company

Total 11,620,134

Note: The terminology "National Service Company" and "Local Service Company" was used in the

California case in an attempt to explain the geographic locations of variousService Company employees
and functions. The Service Company has employees at several locations to better meet the needs of
the operating companies they serve. Arizona-American receives services f rom Service Company
locations that service all operating companies, as well as employees at other sites that serve smaller
groups of companies

RUCO_4-1_Mgt__Fees-CA_Model [RUCO 4-1] 2/1/10



Function

SemiceCompany

Location

AAWC

2008 O&M

AmountOffice

Attachment RCS-4
Docket Nos. W-01303A-09-0343 &
sw-01303A-09-0343
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Arizona American Water Company

Docket Nos. W-01303A-09-0343; SW-01303A-09-0343

2008 Arizona American Service Co. Charges by Office and Function (O&M)

Page 2 of 2

Response to Data Request No. RUCO 4-1

Belleville Lab 202,604 National

Call Center 2,261,581 National

Central Region 34,025 Regional

Corporate Administration

Audit

Communications

Finance

Human Resources

Legal

Operations

Rates & Revenue

Risk Management

Water Quality

792,624

60,074

95,820

996,751

240,802

90,856

171,129

87,168

102,262

79,119

2,716,605

National

National

National

National

National

National

National

National

National

National

ITS 1,699,939 National

Northeast Region 13,753 Regional

Shared Service Center 979,417 National

Southeast Region 37,439 Regional

Supply Chain 145,535 National

Western Region Administration

Communications

Customer Service

Engineering

Finance

Human Resources

Legal

Operations

Risk Management

Water Quality

692,456

292,909

775

50,588

818,158

412,042

402,724

548,196

242,738

68,650

3,529,235

Regional

Regional

Regional

Regional

Regional

Regional

Regional

Regional

Regional

Regional

Tota I 11,620,134

Total National

Total Regional

8,005,682

3,614,453

11,620,134

RUCO_4-1_Mgt_Fees~CA-Model [As Filed] 2/1/10
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Docket Nos. W-01303A-09-0343 8¢
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Miles H. Kiger/Sheryl L. Hubbard
Rate Analyst/Manager, Rates 8¢ Regulation

Address : 2355 W. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 4-3 Page 1 of 2

Please identify, quantify and explain all expenses included in the Company's filing,
by AAWC district, for each of the following types of affiliated Service Company
(National, Regional and Local) charges and functions:

Business Development Expense
Corporate Contributions
Legislative Influence Expense
"Non-Departmental" & "NSC Functions" Expense
"Non Departmental" interest Income and Income Tax
Sales and Marketing Expense
Payroll Reserve
Call Center
Divestiture Support
Depreciation
interest Income Outside
Interest Cap Lease-AW21
Penalties
Trade Shows
Injuries and Damages
Relocation
Research 8¢ Development
Advertising
Contract Services-Legal
Contract Services-Litigation
Contract Services-Other
Expat Labor
incentive Plan
Long Term Incentive Plan
Retention/Completion
Group insurance
Expat Group Insurance
PBOP
Pension
Expat Pension
Corporate PBOP Adjustment
Corporate Pension Adjustment
Employee Expenses
Conferences 8< Registrations



Attachment RCS-4
Docket nos. W-01303A-09-0343 &
SW-01303A-09-0343
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A~09-0343

Response provided by:
Title:

Miles H. Kiser/Sheryl L. Hubbard
Rate Analyst/Manager, Rates & Regulation

Address: 2355 W. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 4-3 Page 2 of 2

Please see the attached file labeled "RUCO 4-3 SC Charges-detail.xls". Upon
review of Company workpaper "2008 Other Expense Pro Forma Adjustment.xls", a
minor error was detected in the calculation of this adjustment. Rather than
beginning with the actual test year adjusted Other Expenses related to Service
Company Charges (which removes the effect of one-time charges), the adjustment
was calculated without removing one-time charges associated with Other
Expenses. The effect of this error was to overstate the amount shown on Line 8 of
Adjustment MHK-4, Adjust Management Fees for Other Expense Increases by
$3,240 (the $170,388 amount should be $167,148). The amount on Line 8 is then
allocated to each district using the 4-Factor allocation percentage to determine the
district-specific pro forma adjustment, the effect on the overall revenue
requirement for the case is only $1 ,550. All associated schedules and workpapers
will be updated to reflect this correction in the rebuttal stage of this case.
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Attachment RCS-4
Docket Nos. W-01303A-09-0343 &
SW-01303A-09-0343
Page 104 of 121

COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, sw-01303A-09-0343

Response provided by:
Title:

Miles H. Kiger/Sheryl L. Hubbard
Rate Analyst/Manager, Rates 8; Regulation

Address : 2355 W. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 4-5 Page 1 of 2

Please provide actual charges from AWWSC to AAWC for each year 2007, 2008
and 2009 (preferably in Excel) for each of the following Service Company "objects":

LABOR RELATED
501200 Labor
501203 internal Labor Recharge
501205 Expat Labor
501711 incentive Plan
501712 Long Term Incentive Plan
501715 Retention/Completion
504100 Group Insurance
504105 Expat Group Insurance
505100 PBOP
506100 Pension
506105 Expat Pension
507100 401 K
508100 EIP
508101 DCP Oper AG
685320 FUTA
685325 FICA
685350 SUTA
TOTAL LABOR & LABOR RELATED EXPENSES

OTHER EXPENSES
504500 Other Welfare
504610 Employee Awards
504620 Employee Physical Exams
504660 Tuition Aid
504670 Training
531000 Contract Services-Engineering
532000 Contract Services-Accounting
533000 Contract Services-Legal
533001 Contract Services-Litigation
535000 Contract Services-Other
535001 Contract Services-Temp Employee
535002 Contract Services-STEP Backfill
536000 Contract Services-Lab Testing
541000 Rents-Real Property
541400 Rents-Equipment
550000 Transportation
550001 Transportation-Lease Cost
550002 Transportation-Lease Fuel
550003 Transportation-Lease Maintenance
556000 insurance-Vehicle
557000 Insurance-General Liability
558000 Insurance-Work Comp
559000 Insurance-Other



Attachment RCS-4
Docket Nos. w-01303A-09-0343 &
sw-01303A-09-0343
Page 105 of 121

COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Miles H. Kiser/Sheryl L. Hubbard
Rate Analyst/Manager, Rates & Regulation

Address: 2355 W. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 4-5 Page 2 of 2

575000 Miscellaneous
575002 Misc General Office
575030 Advertising
575100 Bank Service Charges
575130 Brochures 8< Handouts
575140 Charitable Contribution-Deductible
575220 Community Relations
575280 Dues 8< Memberships Deduct
575320 Electricity
575340 Employee Expenses
575342 Conferences 81 Registrations
575350 Meals 8¢ Travel Deduct
575351 Meals 81 Travel NonDeduct
575420 Forms AG
575460 Ground keeping
575480 Heat - Oil & Gas
575490 Injuries and Damages
575500 Janitorial
575620 Office Supplies
575625 Overnight Shipping
575640 Penalties
575660 Postage
575670 Relocation
575680 Research & Development
575710 Security
575715 Software 8t License Support
575740 Telephone
575741 Cell Phones
575742 Data Lines
575775 Trade Shows
575780 Trash Removal
675000 Maintenance Misc
675250 Maintenance Computer Equip
675350 Maintenance HVAC
675450 Maintenance Office Equip
685200 Property Taxes
685430 Other Taxes 8. Licenses
TOTAL OTHER EXPENSES

680110 Depreciation
710400 Inf Income Outside
810301 Inf Cap Lease-AW21
810400 Inf LTD-Inside
830000 Interest on STD
840000 Other Interest

Please see the attached file labeled "RUCO 4-5 AWWSC to AZAM 2007-2009.xIs".



Object Acct Account Description

Year

2008 20092007

Attachment RCS-4
Docket Nos. W-D1303A-09-0343 &
SW-01303A-09~0343
Page 106 of 121

Arizona American Water Company

Docket Nos. W-01303A-09-0343; SW-01303A-09-0343

Arizona American Service Co. Charges by Object Account (O&M)

Page 1 of 2

Response to Data Request No. RUCO 4-5

r Related

4,829,431

42,930

4,967,989

(43,126)

Labor & Labs

501200

501203

501205

501711

501712

501715

4,618,262

2,672

6,215

408,218

178,534

184,821

707,749

111,438

489,857

84,270

57,448

544,458

504100

505100

506100

507100

508101

508200

685320

685325

685350

Labor

Labor Internal Recharge

Labor Expatriots

Incentive Plan-Off-Annual

Incentive Plan~Off-Long Term

Retention/Completion

Group Ins Maintenance

PBOP

Pension

401k

Defined Contribution Plan

Employee Stock Purchase Plan

FUTA

FICA

SUTA

Other Labor and Labor Related

6,103

329,352

33,584

Total Labor and Labor Related 7,218,523

500,056

30,538

58,456

683,058

137,062

491,541

96,589

90,124

3,671

4,997

382,018

25,414

73,262

7,449,148

722,645

195,606

911,692

97,284

98,652

8,408

3,482

368,798

19,245

324,281

8,219,414

108,693

23,379

416

120,089

13,498

523

15,935

72,506

20,587

40,441

35,878

26,187

14,241

65,811

23,257

22,708

28,236

22,614

276,104

9,383

678

19,086

38,856

20,309

37,858

8,840

23,500

(1)
575,986

50,374

1,863,608

200,075

0

235

268,874

79,455

26,952

1,008,442

87,835

(5,067)

241,141

72,234

18,106

20,783

21,807

11,717

5,330

18,604

10,245

4,255

2,784

(7,717)

14,355

69,826

5,312

17,679

7,902

401

33,905

27,509

52,216

(11,732)

20,778

6,930

17

2,646

7,762

742

(13,738)

196,642

115,994

12,653

3,628

24,647

9,400

3,063

1,350

477

74,852

23,708

23,885

z,053

31,343

6,368

183

1,148

6,430

83

1,656

2,616

632

5,387

11,306

8

9,951

3,136

516

5,380

3,267

z,02z

Other Expenses

504500 Other Welfare Maintenance

504610 Employee Awards

504620 Employee Physical Exam

504660 Tuition Aid

504670 Training

504671 Training-Safety

531000 Contract Services-Engineering

532000 Contract Services~Accounting

533000 Contract Services-Legal

533001 Contract Services-Litigation

535000 Contract Services~Other

535001 Contract Services-Temp Employee

535002 Contract Services-STEP Backfill

536000 Contract Services-Lab Testing

541000 Rents~Real Property

541001 Rents~Real Property Intercompany

541400 Rents~Equipment

541401 Rents~Equipment Intercompany

550000 Transportation IT-Admin

550001 Transportation Lease Cost

550002 Transportation Lease Fuel

550003 Transportation Lease Maintenance

556000 Insurance Vehicle

557000 Insurance Gen Liability

558000 Insurance Work Comp

559000 Insurance Other

575000 Miscellaneous

575002 Misc General Office

575030 Advertising

575100 Bank Service Charges

575130 Brochures and Handouts

575140 Charitable Contributions Deduct

575141 Charitable Contributions Nondeductible

575220 Community Relations

575240 Co Dues/Membership Deduct

575241 Co Dues/Membership Nondeductible

RUCO_4-5_AwwsC_chgs_by_Object_Acct [RUCO 4-5] 2/1/10



Object Acct Account Description

Year

2007 200g2008
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Arizona American Water Company

Docket Nos. W-01303A-09-0343; SW-01303A-09-0343

ArizonaAmerican Service Co. Charges by Object Account(O&M)

Page 2 of 2

Response to DataRequest No. RUCO 4-5

540

17,027

25

50,435

253,269

22,064

28,116

28,188

1,331

1,943

5,551

39

15,154

52

49,516

271,653

24,183

26,761

27,139

1,845

2,064

5,929

219

19,375

72,671

19,274

1,112

13,648

54,279

91

22,575

7

45,829

231,471

19,297

20,859

20,402

1,067

387

2,562

575242

575280

575281

575320

575340

575342

575350

575351

575420

575460

575480

575490

575500

575620

575625

575640

575660

575670

575680

13,984

72,239

13,928

498

12,797

89,512

18

575710

575715

575740

575741

575742

575775

575780

675000

675250

675350

675450

685200

685430

Co Dues Deduct AWWA

Dues/Membership Deductible

Dues/Membership Nondeductible

Electricity

Employee Expense P/R JE

Employee Exp Conf/Registration

Meals Deduct

Meals Non Deduct

Forms

Grounds Keeping

Heat - Oil/Gas

Injuries and Damages

Janitorial

Office & Admin Supplies

Overnight Shipping

Penalties Nondeductible

Postage

Relocation Expenses

Research & Development Exp

Security Service

Software Licenses & Support

Telephone

Cell Phone

Data Lines

Trade Shows

Trash Removal

Misc Maintenance

Comp Equip Hardware

HVAC Equipment

Office Equipment

Property Taxes

Other Taxes and Licenses

17,495

60,629

19,294

(2,167)

10,422

122,985

338

12,935

37,834

155,905

32,144

31,621

12,553

1,701

245,168

18,035

7,773

645

16,482

(2,590)

3,609

4,157,551

12,873

34,553

166,848

41,447

33,727

10,122

2,035

230,027

3,972

7,101

460

17,926

1,143

(27,901)

3,094,910

4,107

37,053

98,883

34,027

61,903

6,017

1,744

277,274

3,655

4,683

195

3,300

381

50,630

2,741,421

Misc Other Expenses

Total Other Expenses

531,965 576,067

294,703 923,803

(157,968)

(27,983) (571)

99

215,754

680110

680112

710400

710500

810300

810301

810400

830000

830100

840000

252,459

21,848

(0)

261,533

Depreciation Exp-General

Depreciation Exp-Non Utility

Interest Income-Outside

Interest Income-Inside

Interest Cap Lease-Outside

interest Cap Lease-AW02

interest LTD-Inside

Interest on ST Debt-Outside

Interest STD Inside

Other Interest Expense

Total Depreciation & Interest

2,696

651,000

220

1,104,540

2,465

2,602

1,144,154

Total before Adjustments 12,027,074 11,648,599 12,104,988

Adjustments
2007 Depreciator & Tax Adjustment Entry

2008 Reversal of Depreciation & Tax Entry

2008 Call Center Adjustment

Total

14,769

12,041,842

(14,769)

(13,695)

11,620,135 12,104,988

RUCO_4-5_AWWSC__Chgs__by_Object_Acct [RUCO 4-5] 2/1/10



Attachment RCS-4
Docket Nos. W-01303A-09-0343 &
SW-01303A-09-0343
Page 108 of 121

COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
w-01303A-09-0343, sw-01303A-09-0343

Response provided by:
Title:

Thomas M. Broderick
Director, Rates & Regulation

Address : 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-59 Page 1 of 2

Service Company pension and OPEB charges.

a. Provide the amount of actual AWWSC charges to AzAWC for pensions
each year from 2005 through 2009.

b. Provide the amount of actual AWWSC charges to AzAWC for OPEBs
each year from 2004 through 2009.

c. Has any examination ever been conducted regarding whether and how
AWWSC's funding for pensions and OPEBs has minimized costs? If
not, explain fully why not. If so, please identify how this was done, and
provide a copy of all Documents.

d. Has AWWSC ever examined converting its defined benefit pension plan
to some other type of retirement benefit in order to help control costs? If
not, explain fully why not. If so, please identify how this was done, and
provide a copy of all Documents.

Please see attachment labeled "RUCO 2-59a&b Pension 8< OPEB
Attachment".

b. Please see attachment labeled "RUCO 2-59a8<b Pension & OPEB
Attachment".

a.

c. A comprehensive asset and liability study to determine the best mix of
investments for the plans was conducted by Callan in 2008. The study
evaluated the interaction of the three key policies that govern a pension
plan with the goal of establishing the best investment policy:
1) Investment Policy .- How will the assets supporting the benefits be
invested, what are the risk/return objectives, and how to manage cash
flows.
2) Benefits Policy - What type/kind of benefits, what level of benefit,
and when and to whom they are payable.
3) Funding/Accounting Policy - How will the benefits be paid for
(funded), what actuarial discount rate, how will deficits be paid for, and
how will costs be recognized.



Attachment RCS-4
Docket Nos. w-01303A-09-0343 &
SW-01303A-09-0343
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Thomas M. Broderick
Director, Rates 8< Regulation

Address : 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-59 Page 2 of 2

Based on the results of the asset and liability study the plan's target
asset allocation is 36% large cap equities, 22% international equities,
12% small cap equities, and 30% domestic fixed-income securities.
Attached are three reports comprising the comprehensive study.

d. Yes. The defined benefit pension plan was closed to new participants in
2006, with the exception of union employees at the two customer service
centers, thus beginning the process of shifting investment risk from the
Company to the employees.
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Attachment RCS-4
Docket Nos. W-01303A-09-0343 &
SW-01303A-09-0343
Page 1th of 121

COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Thomas M. Broderick
Director, Rates 8. Regulation

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-61

Please provide full details of all Service Company charges to AzAWC in each year
2005 through 2009.

Please see attachments labeled "RUCO 2-61 AZAWC Service Co Charges
Attachment-Revised.xls" and "RUCO 2-61 AZAWC Service Co Charges-Updated
thru Dec 2009.xls".
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1 1. INTRODUCTION

2 Q- Please state your name, position and business address.

3 Ralph C. Smith. I am a Senior Regulatory Consultant at Larkin 8; Associates, PLLC,

4 15728 Farmington Road, Livonia, Michigan 48154.

5

6 Q- Are you the same Ra lph C Smith who previous ly t i led dir ect  t es t imony in this

7 proceeding"

8 Yes. I previously tiled direct testimony on behalf of the Residential Utility Consumer

9 Office ("RUCO").

10

11 Q- What is the purpose of the surrebuttal testimony you are presenting?

12 The purpose of my surrebuttal testimony is to respond to the rate base, adjusted net

13 operating income and revenue requirement issues addressed in the rebuttal testimony filed

14 by Arizona-American Water Company ("Arizona-American", "AAWC," or "Company").

15

16 Q- Have you prepared any exhibits to be filed with your testimony?

17 Yes. Attachments RCS-6 through RCS-8 contain the results of my analysis and copies of

18 selected documents that are referenced in my testimony, respectively.

19

20 11. REVENUE REQUIREMENT

21 Q- What issues are addressed in your surrebuttal testimony?

22 My testimony addresses the Company's proposed revenue requirement and selected other

23

A.

A.

A.

A.

A.

issues.



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West
Wastewater Total

Adjusted TY
Rate Base $ 7,268,177 $2,531,127 $7,060,837 $2,156,882 $ 1,480,756 $ 20,497,779
Adj use d
Current

Revenues $ 7,210,624 $9,125,203 $8,634,567 $5,933,970 $ 5,660,389 35 36,564,753
% Change 100.80% 27.74% 81 .77% 36.35% 26.16% 56.06%

Surrebuttal Testimony of Ralph C. Smith
Docket Nos. W-01303A-09-0343 & SW-01303A-09-0343
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1

2 Q - What revenue increase was originally requested by AAWC?

3 For the districts included in its current filing, AAWC is requesting an increase in base rate

4 revenues of $20.498 million, or approximately 56 percent over adjusted revenues at

5 current rates as shown in the following table :

Summary of Requested Rate Increases per Company in its Direct Filing

6

7

8 The requested revenue amount is Hom Company Schedule A in AAWC's tiling and is

9 also shown on RUCO Schedule A on Attachments RCS-6 and RCS-7.

10

11 Q. Has AAWC revised its proposed revenue increase in its rebuttal filing?
4

12 Yes. AAWC witness Broderick's rebuttal testimony at page 1, indicates that AAWC is

13 now seeking a total revenue increase of $16583 million or 44.81 percent. Page 4 of his

1 4 rebuttal lists the increased revenue that AAWC is now seeking for each district. In its

15 rebuttal testimony, AAWC adopted some Staff and RUCO recommendations. AAWC's

16 rebuttal reflects the following company-requested revenue increases.

17

A.

A.

1 The combined percentage increase does not calculate exactly to the summary table shown below.



District
Anthem
Water

Sun City

Water

Anthem/
Asia Fria

Wastewater
Sun City

Wastewater

Sun City West
Wastewater Total

Adjusted TY
Rate Base $ 5,962,687 S 2,026,980 $ 5,308,323 $ 1,858,070 $ 1,426,944 $16,583,004
Adj used

Current

Revenues s 7,220,094 $ 9,125,203 $ 8,634,509 $ 5,934,616 s 5,660,389 $36,574,811
% Change 82.58% 22.21% 61.48% 31.31% 25.21% 45.34%

District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total

Adj used TY
Rate Base $ 5,296,426 s 682,709 $5,085,007 $1,513,691 $ 783,855 $ 13,361,688
Adjusted
Current

Revenues $ 7,220,082 $9,125,203 $8,634,567 $5,933,970 $ 5,660,389 s 36,574,211
% Change 73.36% 7.48% 58.89% 25.51% 13.85% 36.53%

Surrebuttal Testimony of Ralph C. Smith
Docket Nos. W-01303A-09-0343 & SW-01303A-09-0343
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Summary of Requested Rate Increases per Company - Per Rebuttal

1

2

3 Q. What revenue increase does RUCO recommend?

4 RUCO recommends a revenue increase on adjusted fair value rate base, for each AAWC

5 division, of no more than the amounts listed in the following table:

Summary of RUCO Recommended Rate Increases By District

6

7 Deta ils  of  how these amounts  of r evenue deficiency were der ived a re shown in

8 Attachments RCS-6 and RCS-7 to my surrebuttal testimony. The revenue deficiency for

9 each water district is presented in Attachment RCS-6 on the respective "Schedule A" for

1 0 that district. A "Schedule A" has also been presented for the total water districts and,

11 separately, the total wastewater distdcts, for which rate increases have been sought by

1 2 AAWC in the current rate case, Attachment RCS-7 presents similar information for each

13

A.

wastewater district.
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1

2 Q- How have you designated the districts on Attachments RCS-6 and RCS-7?

3 I have used the following designations for the districts on Attachment RCS-6:

4 "(A)" for Anthem Water

5 "(SC)'° for Sun City Water

6 I have used the following designations for the districts on Attachment RCS-7:

7 "(AAF") for Anthem/Agua Fria Wastewater

8 "(SC)" for Sun City Wastewater
<

9 "(SCW)" for Sun City West Wastewater

10 These are the same distr ict  designations used in Attachments RCS-2 and RCS-3,

11 respectively, which were filed with my direct testimony.

12

13 111. RATE BASE

14 Q- Have you prepared updated schedules that summarize RUCO's proposed

15 adjustments to ratebase?

16 Yes. As noted above, in Attachments RCS-6 and RCS-7, respectively, for each district,

17 and in summary for the water systems and, separately, for the wastewater districts

18 included in AAWC's filing, I have prepared an updated Schedule B, which shows the rate

19 base originally requested by AAWC, RUCO's updated adjustment and RUCO's adjusted

20 rate base. The adjustments to AAWC's proposed rate base are shown on Schedule 8.1. A

21 comparison of the Company's proposed rate base and RUCO's recommended rate base,

22

A.

A.

by district, is presented below:
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Rate Base Summary - Water and Wastewater Districts

District
Anthem Water
Sun City Water
Subtotal -Water

$

$

$

Per Company
As-Filed
57,430,025
28,186,063
85,616,088

Per RUCO
$ 57,259,174
$ 26,215,284
$ 83,474,458

Difference
$ (170,851)
$ (1,970,779)
$ (2,141,630)

Anthem/Agua Fria Wastewater
Sun City Wastewater
Sun City West Wastewater
Subtotal -Wastewater

$

$

$

$

47,735,732
14,764,087
17,821,272
80,321,091

$

$

$

$

45,264,942
14,596,027
18,098,016
77,958,985

$ (2,470,790)
$ (168,060)
$ 276,744
$ (2,362,106)

1 Total Rate Base $ 165,937,179 $ 161,433,443 s; (4,503,736)

2

3

4

Plant Adjustments
Q, What response did AAWC provide in its rebuttal to the two adjustments to AAWC's

5 requested plant in service that you had recommended in your direct testimony?

6 AAWC disagreed with my first adjustment, B-1, which affects only the Sun City Water

7 district, and removes an item of post-test year plant that AAWC had requested The

8 Company agreed with my second adjustment, B-2, which affects only the Agua Fria

9

1 0

Wastewater district, and removes the cost of two effluent pumps that had been retired

during the test year.3

11

1 2 Q- In its rebuttal did AAWC also adopt a number of adjustments to Plant in rate base

13 that Staff had recommended?

1 4 Yes.

15

z See, Ag., Broderick rebuttal at pages 8-9, Gross rebuttal at pages 1-2.
3 See, Ag., Murrey rebuttal.

A.

A.

I
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1

2

Post Test Year Plant .- Sun Citv Water
Please explain why the CoInpany's request to include in the Sun City Water rate

3 base plant that was not in service during the test year should be rejected.

4 A. The Company has proposed to include in rate base the cost for a new well that was placed

5 into service on May 27, 2009, at an amount of $1.587 million. This amount should be

6 removed because it was not in service during the test year and because AAWC has failed

7 to demonstrate special or unusual circumstances to justify inclusion of the post test year

8 plant additions in rate base.

9

10 Q- Please elaborate on why post test year plant should be removed in the current

11 AAWC rate case.

12 The test year is the one-year historical period used in determining rate base, operating

13 income and rate of return. Commission's rules at A.A.C. R14-2-103(A)(3)(p) require the

14 end of the test year to be the most recent practical date available prior to the filing. A

15 utility has the freedom to choose a test year that includes all major rate base and operating

16 income items needed to support its rate application, and to include pro forma adjustments

17 to its test year. The "matching" concept is a fundamental principle of accounting and

18 ratemaking. The absence of matching distorts the coordination the elements of the

19 ratemaking formula, and can adversely affect the fairness and reasonableness of rates. My

20 understanding is that the Commission has only allowed inclusion of post test year plant in

21 special and unusual circumstances that warranted such recognition. Decision No. 71410,

22 at page 20, cites the following two types of situations that have warranted rate base

23

A.

recognition of post-test year plant:
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1

2

3

(1) when the magnitude of the investment relative to the utility 's total investment is
such that not including the post test year plant in the cost of service would
jeopardize the utility'sfnancial health; and

4

5

(2) when certain conditions exist as follows.'

(a) ire cost of thepost test year plant is significant and substantial;

6

7

(b) the net impact on revenue and expenses for the post test year plant in known
and insignyicant or is revenue-neutral; and

8

9

(c ) the post test year plant is prudent and necessary for the provision of services
and reflects appropriate, e]j'icient, effective, and timely decision-making.

10 In the current rate case, AAWC has not demonstrated special or unusual circumstances to

11 justify inclusion of the post test year plant additions in rate base. The $1 .587 million is

12 not of such magnitude to AAWC such that not including it would jeopardize the utility's

13 financial health. As a portion of AAWC plant of the districts included in the current

14 filing, the $ l .587 million is approximately 1.06 percent of the Gross Utility Plant in

15 Service of 39149,301,020 that AAWC proposed in its initial filing for die water districts,

16 and is only 0.47 percent of the combined total water and wastewater Gross Utility Plant in

17 Service in A.AWC's filing, as shown in the following table:

18

19
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Sun City Well No. 5.1 As Percent of Total Plant in Service
For AAWC Districts Inlcuded in the Current Rate Case

Amount Item

A

Description
Gross Utility Plant in Service
Water Districts in the Current AAWC Case
Wastewater Distn'cts in the Current AAWC Case
Combined Gross Utility Plant in Service

$

$

$

149,301,020
191,762,219
341,063,239 B

AAWC Proposed Post-Test Year Additions
to Plant - Well 5.1 - Sun City Water $ 1,587,149 C

Percent of Combined Water Plant 1 .06% C/A

Percent of Combined Water and Sewer Plant 0.47% C/B

Notes and Source
AAWC Filing, Schedule B- 1

1

2

3 The districts in the current AAWC rate filing only represent a portion of AAWC's total

4 investment in Gross Utility Plant in Service, so the percent of the A.AWC total company

5 amount represented by the 31.587 million post-test year plant item is even smaller.

6

7 Q- Was a similar AAWC-proposed adjustment for post test year plant rejected by the

8 Commission in AAWC's last rate case?

9 Yes. In AAWC's last rate case, for reasons similar to those stated above, in Decision No.

1 0 71410 for Agua Fria Water, Mohave Water and Mohave Wastewater, the Commission

11 removed AAWC's request for post test year plant.

1 2

13 Q - What adjustment is needed?

1 4 This adjustment is shown on Attachment RCS-6, Schedule B-1, and reduces rate base by

15

A.

A.

$1.587 million to remove post-test year plant for the Sun City Water district.
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1

2 Q- Is there a related adjustment to expense?

3 A. Yes. As shown on Attachment RCS-6, Schedule C-16, Arizona-American's proposed

4 depreciation expense for Sun City Water is reduced by $36,961 based on applying the

5 applicable depreciation rates to the plant adjustment. I discuss this related adjustment to

6 depreciation expense in a subsequent section of my testimony.
\

7

8

9

Agua Fria Wastewater - Retirement of Two Effluent Pumps
Has AAWC accepted your recommended adjustment of plant in service for the Agua

10 Fria Wastewater for the Retirement of Two Effluent Pumps?

11 Yes, as indicated in AAWC witness Murrey's rebuttal testimony at page 6.

12

13

14

CIAC in CWIP (All Districts Except Sun City \Vest Wastewater)
Has AAWC accepted your recommended adjustment relating to CIAC in CWIP?

15 A. Yes. Initially, the Company contended that Contributions in Aid of Construction

16 ("CIAC") associated with Construction Work in Progress ("CWIP") should not be

17 deducted from rate base, because there is no offsetting plant in rate base. RUCO and Staff

18 made adjustments to reflect the full amount of CIAC as a deduction from rate base. This
' l

19 is necessary and appropriate because it is the Company's choice whether to accept plant or

20 funds from developers, and if the Company chooses to accept plant, then the Company is

21 not expending funds for the plant and thus has funds for other uses. Additionally, the

22 Company's position is contrary to traditional ratemaking practices and contrary to the

23

A.

National Association of Regulatory Utility Commissioners ("NARUC") definition of



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adj vestment $ (30,271) $ (38,991) s (65,490) $ (3,743) 58 $ (138,495)

J

Surrebuttal Testimony of Ralph C. Smith
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1 CIAC, which does not distinguish between CIAC associated with CWIP and CIAC

2 associated with plant in service. AAWC witness Murray's rebuttal testimony at pages 5- 7

3 indicates that AAWC has accepted the Staff and RUCO adjustments "because the amounts

4 are immaterial and the Company has improved its accounting for developer projects to

5 eliminate this inconsistency in the future." However, this adjustment should be adopted

6 for the reasons stated in my direct testimony and in Decision No. 71410 where the

7 Commission stated at pages 27-28 that:

8

9

1 0

11

1 2

13

1 4

We agree with RUCO and Staff that the Company's choice whether to
accept plant or funds from developers is irrelevant, and does not change the
nature of AIAC or CIAC. The evidence in this case does not persuade us to
depart from the traditional ratemaking treatment of deducting AIAC and
CIAC from rate base. The adjustments recommended by RUCO and Staff
will be adopted.

15 Q- What adjustment is necessary in the current AAWC rate case?

1 6 As shown on Attachment RCS-6, Schedule B-3, rate base should be reduced by $138,495

17 in total, and by the amounts shown there, and listed below for each district:

18

Summary of Adjustments to CIAC

1 9

20

21

22

Cash Working Capital (All Districts)
What cash working capital ("CWC") issues do you address in your surrebuttal

23

A.

testimony?



Summary of Revenue Lag as calculated by AAW C

Revenue Lag Component
Anthem
Water

Sun City
Water

Anthem
Agua Fda

Wastewater
Sun City

Wastewater

Sun City
West

Wastewater

Service Period Lag 15.148 15.219 15.248 15.335 15.394

Billing Lag 4.875 4.426 4.711 4.317 4.216

Collection Lag 26.082 26.082 26.082 26.091 26.018

Total Revenue Lag Days 46.105 45.727 46.040 45.743 45.628

Surrebuttal Testimony of Ralph C. Smith
Docket Nos. W-01303A-09-0343 & SW-01303A-09-0343
Page 11

1 respond to AAWC's rebuttal testimony on the revenue lag and affiliated payment issues.

2 I also have adopted certain adjustments that were recommended by Staff to which AAWC

3 has agreed in its rebuttal. Finally, Shave updated the CWC calculation to reflect revisions

4 to expenses.

5

6 1. Revenue Lag

7 Q- What is the function of a revenue lag in a lead/lag study?

8

9

1 0

The revenue lag is supposed to measure, on average, the time between (a) the provision of

service and (b) the receipt of payment for service. It typically is comprised of three sub-

component lags: (1) the service period lag, (2) the billing lag, and (3) the collection lag,

1 1

1 2 Q - What revenue lags did AAWC use in its lead/lag study?

13 The revenue lags used by AAWC for each district is summarized in the table below:

1 4

15

1 6

17

18

19

20 The Company's lead lag study uses a collection lag, by service area, ranging from 26.018

21 days to 26.091 days. This effectively assumes that customers, on average, throughout the

22 year, are not complying with the payment terms. The payment terms are supposed to be

23 reflected in the dates printed on the customers' bills and with the terms of AAWC's tariff.

24 As discussed in more detail below, the due date for payment of billings for water and

25

A.

A.

A.

wastewater service is 20 days and does not differ by the type of customer.



Surrebuttal Testimony of Ralph C. Smith
Docket Nos. W-01303A-09-0343 & SW-01303A-09-0343
Page 12

1

2 Q. Please identify the components of the Revenue Lag proposed by AAWC and which of

3 those components indicate inefficiency?

4 A. The Revenue Lag is comprised of these three components: (1) Service Period, (2) Billing

5 Lag, and (3) Collection Lag. AAWC's Service Period lag of approximately 15.2 days is

6 comparable to other utilities that bill customers monthly, and I am not taking issue with

7 the Company's Service Period lag.

8 However, the components of the Revenue Lag proposed by AAWC that indicate

9 inefficiency are the Billing Lag and the Collection Lag. An adjustment needs to be made

10 to AAWC's total proposed Revenue Lag to address this, otherwise ratepayers would be

11 required to pay an extra  return on rate base caused by inefficiency in billing and

12 collection.

13 The total proposed Revenue Lag proposed by AAWC is longer than for other

14 Arizona utilities that use monthly billing and which have utilized lead-lag studies.

15

16 Q. How does the Company attempt to justify its total revenue lags that exceed 45 days

17 for each district?

18 AAWC witness Gutowski bases AAWC's justification for the long revenue lags proposed

19 by the Company on the following:

20 • The Commission has accepted the Company's calculation of Revenue Lag in prior

21
. . 4

cases wlthout questlon.

22 9 Charge offs have increased

A.

4 Gutowski rebuttal, page 8, lines 17-18.
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1 For the Collection Lag, AAWC divided Accounts Receivable Balances per day by

2 365 days.6

3 • The Company has a late payment fee, "[b]ut the late payment penalty was never

4 designed to be a money maker, or to compensate the Company for the delayed

5
. 7recelpt of revenue."

6 • The Commission should ignore the more efficient (shorter) Billing Lag period used

7 by other  Ar izona ut ilit ies ,  and should accept  AAWC's lag because it  was

8 calculated the same way it always has been, billing date minus read date.8

9

10 Q- Should the fact that the Commission accepted something a utility did in a prior case

11 that was not questioned require that things must be done the same way, if

12 comparative information demonstrates that a utility is inefficient and the extra costs

13 to ratepayers resulting from the comparative inefficiency are currently being

14 questioned?

15 I would hope not. Apparently, AAWC has gotten away with using an excessively long

16 Revenue Lag in prior rate cases, and that may not have been questioned. Usually there are

17 many issues in a utility rate case, and every aspect of a utility's filing, including ones that

18 cause extra costs to be unnecessarily charged to ratepayers, are not always challenged in

19 every case. It is basically by looking at utility lead-lag study detail in Series of recent

20 Arizona utility rate cases, involving utilities that bill their customers monthly, that the

21 inefficiently long Revenue Lag proposed by AAWC in the current case, came to my

A.

5 Id, lines 22-24.
6 Gutowski rebuttal, page 9.
7Id.
8 ld.
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1 attention. AAWC seems to be saying that it cannot improve its Billing Lag or Collection

2 Lag, to produce a Revenue Lag that is comparable to what several other Arizona utilities

3 have achieved. AAWC thus apparently believes that it should be allowed to continue to

4 include additional amounts of cash working capital in rate base related to its excessive

5 Revenue Lag and thereby earn higher returns for its investors based on such inefficiency.

6 AAWC's position thus rewards shareholders and penalizes ratepayers for Company

7 inefficiency in managing its Revenue Lag, similar to what other Arizona utilities have

8 achieved.

9

10 Q- Why should AAWC's excessive Revenue Lag be adjusted in the current AAWC rate

11 case'*

12 I have brought this issue to the Commission's attention in the current AAWC rate case,

13 and have calculated a recommended remedy that should provide the appropriate regulatory

14 incentives . By adopting my recommended adjustment  to AAWC's Revenue Lag,

15 ratepayers will no longer be charged for an extra return on rate base caused by AAWC's

16 inefficiency. Additionally, this should help motivate AAWC to look for ways to improve

17 its Billing Lag and Collection Lag, to produce a total Revenue Lag that is comparable to

18 that of the other Arizona utilities that I cited in my direct testimony.

19

20 Q- Please respond to Ms. Gutowski's comment that charge offs have increased.

21 Uncollectibles have increased because of the economic downturn, which has made it more

22 difficult for customers to pay. I am not disputing Ms. Gutowski's representation that

23

A.

A.

charge-offs have increased. What I am disputing about Ms. Gutowski's position,
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1 however, is that this represents a valid reason for failing to adjust Cash Working Capital in

2 the current AAWC rate case.

3 Uncollectibles should be removed .from the Cash Working Capital calculation.

4 AAWC has agreed with a Staff adjustment to remove Bad Debt Expense from the CWC

5 calculation. Bad Debt Expense is another term for uncollectibles .

6 The other aspect to Uncollectibles and how it affects Cash Working Capital should

7 also be adjusted. This other aspect of Uncollectibles relates to how long a Company

8 cam'es uncollectible accounts in Accounts Receivable before they are written off or

9 covered by a reserve for Uncollectibles. Recall that AAWC computed its Revenue Lag by

10 dividing Accounts Receivable by 365 days to determine Average Daily Accounts

11 Receivable. Accounts that eventually become uncollectible can distort the Revenue Lag if

12 they are included in Accounts Receivable for lengthy periods of time without having an

13 adequate reserve established.

14

15 Q- By adjusting the Revenue Lag in the manner in which you have recommended, does

16 that ameliorate this other aspect of Uncollectibles from overstating the CWC

17 allowance?

18 Yes. By adjusting the Revenue Lag in the manner in which I have recommended, this

19 helps ameliorate the impact of including accounts that eventually become uncollectible in

20 the Accounts Receivable balance that AAWC used to derive its Collection Lag poNionof

21 the Revenue Lag. The cash revenue received by the utility is paid to it by the customers

22 who pay their  bills. Adjust ing the Revenue Lag in the manner  in which I have

23

A.

recommended assures that the Revenue Lag is not overstated because of Uncollectibles
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1 being carried in Accounts Receivable. It reflects an allowance for the Collection Lag

2 based on the receipt of cash Revenue from the customers who pay their bills, on average,

3 by the due date. For customers who pay their utility bills but who do not pay by the due

4 date, AAWC charges and records late payment fee revenue.

5

6 Q- Please respond to Ms. Gutowsld's comment that "the late payment penalty was never

7 designed to be a money maker, or to compensate the Company for the delayed

8 receipt of revenue."

9 A. Ms. Gutowski has not presented any evidence of which I am aware which demonstrates

10 the Company's late payment charge of 1.5 percent is insufficient. Late payment fees are

11 typically implemented to provide compensation from the cost causative customers for the

12 Company's financing cost for the cost of money for customers who pay their bills but who

13 pay late. One of the objectives of late payment fees is to encourage the customers, who

14 are going to pay their bills, to pay on a timely basis, i.e., to remit payment by the due date

15 and thereby avoid the late payment fee.

16 If the Company were able to demonstrate that its late payment charges are

17 insufficient to cover the Company's financing cost for the cost of money for customers

18 who pay their bills but who pay late (which AAWC has apparently not done in the current

19 rate case), this would raise a rate design issue. As a rate design issue, it could

20 appropriately be addressed, if necessary, by revising the level of late payment fee.

21 However, the point with respect to the CWC calculation is that the Company does

22 have a late payment fee and if the Company believes that it is not covering the appropriate
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1 costs, this is not a valid reason for allowing an inefficiently long Revenue Lag and

2 increasing the rate base for Cash Working Capital.

3

4 Q. Why should the Commission consider the information on the Revenue Lags of the

5 Arizona utilities that you presented in your direct testimony?

6 This information should be considered because the other utilities bill customers monthly,

7 similar to AAWC, and it reflects their achieved level of efficiency in the Billing Lag and

8 Collection Lag components of the Revenue Lag that should be expected of AAWC. If

9 AAWC management chooses not to address inefficiencies in its Billing Lag or Collection

10 Lag that are causing it to have an overall longer Revenue Lag than other Arizona utilities,

11 the extra cost of that additional lag should be borne by shareholders, not ratepayers.

12

13 Q- Are the Revenue Lags used by AAWC appropriate?

14 No. The collection lag penlod used by AAWC is excessive and would penalize all

15 customers, including the vast majority of customers that pay their utility bills on time, for

16 the minority of customers who either pay their bills late or do not pay at all (i.e., whose

17 bills become uncollectible).

18

19 Q. In order to address the impact of accounts that becoming uncollectible on the

20 average Accounts Receivable balances for each district, did you request and did

21 AAWC provide Accounts Receivable aging reports?

22 Such Accounts Receivable aging reports were requested in RUC() 2-74. However,.

23

A.

A.

A.

AAWC's response to RUCO 2-740) stated that: "The aging reports are deleted from the
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1 system after a short period of time. We are investigating what is required to to (sic)

2 restore the aging reports by district. The reports are available for the Company as a whole,

3 but not at the distn'ct specific level of detail. If the Company as a whole would suffice,

4 please let the me (sic) know.9)

5

6 Q- Without the district aging reports that AAWC could not provide, it is possible to

7 reasonably adjust the collection lag?

8 Yes. A reasonable adjustment to the collection lag can be made by applying the 20 day

9 due date period as the maximum collection lag that would apply for customers who, on

10 average, pay their utility bills on time.

11

12 Q- Please explain why an adjustment for the revenue collection lag is needed.

13 A. The Company's lead-lag study uses an unreasonably long revenue lag because its revenue

14 collection lag extends well beyond the bill payment period. The Company's revenue lag

15 is also excessive in comparison with other Arizona utilities that bill customers monthly.

16 For purposes of its lead-lag study, the Company effectively assumes that customers, on

17 average, are paying their bills late, i.e., are on average not paying their bills by the due

18 date printed on the bills. Uncollectibles and late payments should be excluded from the

19 calculation of Cash Working Capital. Before amounts are written-off as uncollectible, the

20 Company may can"y such amounts on its books in Accounts Receivable for several

21 months, thus distorting the revenue collection lag for customers who, on average, pay their
.

22 bills on time. Additionally, bad debt recoveries may be eventually collected several

23

A.

1

months after the rendering of the initial bill. Including write-offs and recoveries in the
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1 detennination of the revenue collection lag, however, can result in a distortion of the time

2 when normal paying customers pay their bills for the water and sewer utility service. A

3 more reasonable expectation, and one that excludes the potentially distortive impact of

4 uncollectibles on the collection lag, is that customers, on average, pay their bills fer water

5 and sewer utility service on or before the due date printed on the bill. Moreover, the

6 Company charges late fees and receives late fee revenue from the customers who pay their

7 bills late.

8

9 Q . Please explain how you calculated the adjustment for the revenue lag on each

10 respective Schedule B-4,of Attachments RCS-6 and RCS-7.

11 A. I used a maximum period of 20 days for the revenue collection lag for each Arizona

12 district that AAWC had included in its lead-lag study. This assures that the collection lag

13 portion of the revenue lag is not overstated in comparison with the terms provided in the

14 Company's tariff for the payment of the billed revenue. Uncollectibles are removed from

15 cash working capital because they are a non-cash expense. Before they become

16 uncollectible, billed revenue amounts may be called on the company's books as an

17 account receivable for some time, perhaps even for several months, thus adding to the

18 revenue collection lag. This necessitates a reasonableness check on the collection lag that

19 reflects the timely payment of revenues that are collected.

20 As stated in the response to RUCO 2-74(b) and (c), the customer bills issued by

21 AAWC states when the Bil] is due, and "due dates are 20 days after the billing date and it

22 does not differ by type of customer." Moreover, customers are subject to a late charge if



Adjusted Revenue Lag Days with 20-Day CollectionLag

Revenue Lag Component
Anthem
Water

Sun City
Water

Anthem
Agua Fria

Wastewater
Sun City

Wastewater

Sun City
West

Wastewater

Service Period Lag 15.148 15.219 15.248 15.335 15.394

Billing Lag 4.875 4.426 4.711 4.317 4.216

Collection Lag 20.000 20.000 20.000 20.000 20.000

Total Revenue Lag Days 40.023 39.645 39.959 39.652 39.610
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1 payment is made late. As stated in the response to RUCO 2-74(e): "Customers are subject

2 to a 1-1/2% late charge. It begins by being posted to the account on day 21."

3 For computing the revenue collection lag, I have therefore used the 20 days as the

4 maximum period, on average, which revenue collection should be occurring, without the

5 potentially distortive impact of uncollectible write-offs. This adjustment resulted in the

6 revised revenue lags for each service district as follows:

7

8

9 Q - Why are the Bill ing Lag days used by AAWC also a concern?

1 0 The Billing Lag days are supposed to measure the time between the reading of the

11 customer's meter and the issuance of the bill. With many modem utilities using

1 2 automated meter reading and computerized billing software, a Billing Lag exceeding 4

13 days on average (which is what AAWC is using) also appears to be excessive. The Billing

1 4 Lag used by AAWC is therefore also a concern.

15

16 Q- Have you calculated a separate adjustment to address the concern with AAWC's

17 Billing Lag being excessive"

18 No, because adjusting the fetal Revenue Lag by limiting the Collection Lag to the bill

19

A.

A.

payment due date, will resolve the overall concern regarding AAWC's proposed revenue



Revenue Lag
Typical Arizona Utilities That Use Monthly Billing

Utility Docket
Revenue Lag

Days Reference

APS (Arizona Public Service) E-01315A-08-0172 38.17 A
TEP (Tucson Electric Power) E-01933A-07-0402 33.79 B

UNS Gas G-04204A-08-0571 40.70 C

UNS Electric E-04204A-09-0206 35,59 D

UNS Electdc E-04204A-06-0-83 35,59 E

Southwest Gas Corporation G-01551A-07-0504 39.53 F

Notes and Source:

[A]: APS workpaper JCL-WPI1, p.9

[B]: TEP Schedule B-5, p. 3

[C]: UNSG Schedule B-5, p. 3

[D]: UNSE Schedule B-5, p. 3

[E]: UNSE filing Schedule B-5, p. 3

[F]: SWG Schedule B-5, p. 2
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1 lag, and will provide a total Revenue Lag that is comparable, but at the high end, of the

2 Revenue Lags being used by other large Arizona utilities that bill their customers monthly.

3

Q- Please summarize how the revenue lags used by A.AWC compare with the revenue

lags used in recent rate cases by other large Arizona uti l i t ies that bi l l  their customers

monthly?

The following table summarizes the revenue lags that have been used in several recent rate

4

5

6

7

8

9

1 0

11

cases:

1 2

13

1 4

15

1 6

17

18

1 9

2 0

21

22

Th e r even ue l ags  used  by AAWC of over  45  days  a r e  con s ider ably l on ger  t h an  t h e

comparable revenue lags used in  each of these recent rate eases by other  large Ar izona

utilities that bill their customers monthly.23

24

25

26

A.

Q- Please summarize your  recommendat ion for  adjust ing AAWC's revenue lag and

describe how tlle adjusted revenue lags you are recommending for AAWC compare
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1 with the revenue lags used in recent rate cases by other large Arizona utilities that

2 bill their customers monthly.

3 The adjusted revenue lags I am recommended for AAWC are shown Attachments RCS-6

for  each distr ict?4 and Rcs-7 ,  Schedule B-4,

5

6

The adjusted revenue lags I am

recommending are near or slightly above the high end of the range of revenue lags used

by other large Arizona utilities that bill their customers monthly. This supports the

7

8

9

10

11

reasonableness of, and need to use, the revised revenue lags. Also, because the revised

revenue lag days recommended for AAWC are at, or slightly above, the high end of the

range that has been used by other Arizona utilities, this supports viewing their use as the

maximum revenue lag days that would be reasonable to use in determining A.AWC's

revenue requirement in this case.

12

13 2. Service Company Payment Lag

14 Q, What lag did AAWC apply in its lead-lag study for payments of affiliated company

15 Management Fees?

16 AAWC applied a payment lag of 14.7715 days, as shown on line 7 of AAWC's Schedule

17 B-6, in the "Expense Lag Days" column for each district. However, AAWC indicated in

18 response to a RUCO data request that it wanted to drastically revise this lag and instead

19 reflect a pre-pavment of the affiliated Management Fees. Specifically, in response to

20 RUCO 2-75, AAWC has indicated that it pre-pays the affiliated Service Company for

21 such affiliated Management Fees and wants to revise its filed lead-lag study to reflect a

22 pre-pavment, on average, of 11.25 days. In its rebuttal tiling, AAWC has now sought to

23 include a prepayment of affiliated Service Company charges in its CWC calculation.

A.

A.

9 The adjusted Revenue Lag for each AAWC district being recommended has not changed since my direct testimony.
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1

2 Q- Does AAWC's rebuttal convince you that a pre-pavment of Management Fees to the

3 affiliates be allowed in the lead-lag study?

4 No. AAWC witness Gutowski addresses this at pages 9-11 of her rebuttal testimony. She

5 claims that the prepayment of affiliate Management Fees should be allowed because:

6 • "the majority of the Service Company bill is paid in Advance"10

7 • All of the American Water Works operating companies signed a Service Company

8 agreement in 1989

9 • That Service Company Agreement contains an Article IV, Billing Procedures,

10 which AAWC apparently believes should dictate the payment lag results for

11 ratemaking purposes. Hz

12 • Not allowing the Service Company prepayment proposed by AAWC in the current

13
. . _ . 13

rate case would "increase the Servlce Company's cost of working capital."

14 • The alleged additional Service Company costs "would then be passed back through

15 the Service Company bill to Arizona in the form of higher Service Company

16
1costs." 4

17 The Service Company agreement temps are reasonab1e.15

18 • The pre-pavment of Management Fees to the affiliated Service Company reflects

19 actual lead days.6

A.

10 See, Gutowski rebuttal, page 10, lines 9~10.
11 ld, line 13.
Hz Id, lines 13-20.
13 m., lines 21-23.
14 Id, lines 23-z5
is See, Gutowski rebuttal, page l 1, lines 1-2.
16 Id., lines 4-5.
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1 • "This is the same kind of lead days used in the 2008 Working Capital calculation

2 that was approved as part of Decision 71410.""

3

4 Q- Has AAWC demonstrated that the Service Company agreement it is relying upon

5 was ever approved by the Arizona Corporation Commission for any of the districts

6 at issue in the current AAWC rate case?

7 No. RUCO 2-76 asked the Company, in part: "Has the Commission approved any

8 agreement between AzAWC and the affiliated Service Company? If not, explain fully

9 why not. If so, please identify and provide a complete copy of such agreement. Include

10 all amendments and changes thereto since AzAWC's last rate case."

11 AAWC's response stated, among other things, that 8:

12

13

14
15

16
17

18

19

20

21

22

23

Prior approval of an affiliate arrangement is not required in Arizona. The
Company has searched the Commission's decisions listing and has not
been able to locate a case decision in which either the Company
requested approval of or such approval was granted of the agreement
between Arizona American and the Service Company ("Agreement").
We believe neither has occurred, but we are not 100% certain at this time
whether or not the ACC has approved the Agreement because the Company
was providing utility services in Arizona for many years but only in the
Paradise Valley district and readily available decisions for the l990s are not
complete.
(Emphasis supplied.)

24 AAWC included with its response to RUCO 2-76 a copy of the Paradise Valley

25 "Agreement" Paradise Valley is not among the districts for which revenue increases are

26 being sought in the current AAWC rate case. Consequently, AAWC has not been able to

27 demonstrate that the Arizona Corporation Commission has approved the Service

A.

17 .Id, lines 5-7.
is A complete copy of AAWC's response to RUCO 2-76 is included in Attachment RCS-4.
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1 Company Agreement as it applies to any of the AAWC distnlcts covered in the current

2 AAWC rate case. AAWC should not be allowed to bootstrap a 20-year old affiliate

3 agreement for Paradise Valley onto the more recently acquired districts whose rates are at

4 issue in the current AAWC rate case, especially when such an agreement contains terms

5 that are unreasonable, such as the term pertaining to prepayment of affiliate Management

6 Fees.

7

8 Q. If the Service Company agreement AAWC is relying upon was never approved by

9 the Arizona Corporation Commission for any of the districts at issue in the current

10 AAWC rate case, should it dictate the result for ratemaldng purposes as it pertains

11 to the lead-lag study?

12 No. Not only was the Service Company agreement relied upon by AAWC apparently

13 never approved by the Commission for any of the districts included in the current AAWC

14 rate case, requiring prepayment of affiliated Management Fee charges would be prima

15 facie unreasonable, and such a provision should be rejected in any event for ratemaking

16 purposes.

17

18 Q. Why is prepayment of affiliate Management Fees unreasonable?

19 This is not an Ar:rn's length transaction. It is an affiliated transaction. In order to protect

20 ratepayers from abuses, utility affiliated transactions must be carefully scrutinized. The

21 prepayment provision in the affiliated Service Company agreement does not pass the

22 reasonableness test for ratemaking purposes and should therefore be rejected. If AAWC

23

A.

A.

were obtaining the services from a third party, nonna commercially reasonable payment

4.
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1 terms would apply, As evidenced by AAWC's payment lags to non-affiliated vendors and

2 to AAWC's own employees,  such terns would not prepay for  services before such

3 services were provided.

4 As an example, AAWC does not pre-pay the salaries and wages for its own work

5 force. AAWC ratepayers should not be required to pay for extra amounts of return on rate

6 base for Cash Working Capital that has been produced by an affiliated arrangement that

7 involves pre-paying for affiliated Service Company payroll just because the employees

8 providing the service are located in an affiliate for purposes of the overall corporate

9 organizational structure.

10

11 Q- Please respond to Ms. Gutowsld's claim that "This is the same land of lead days used

12 in the 2008 Worldng Capita l ca lcula t ion tha t  was approved as par t  of Decision

13 71410."

14 If an issue were not identified and contested in a particular rate case, or was overlooked in

15 a case, apparently AAWC witness Gutowski believes that it should not or cannot therefore

16 ever be challenged or adjusted in a subsequent rate case, when it is identi/ied and

17 contested. It does not appear that an issue relating to the prepayment of affiliated

18 Management Fees was discussed in Decision No. 71410. Moreover, AAWC's own direct

19 filing in the current AAWC rate case did not reflect a prepayment of affiliated Service

20 Company charges in AAWC's lead-lag study. It appears that AAWC's reliance upon

21 Decision No. 71410 for an issue that was not specifically discussed in that decision may

22 be misplaced.

23

A.
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41

1 Q- Please respond to Ms. Gutowski's claims that "[n]ot allowing the Service Company

2 prepayment proposed by AAWC in the current rate case would "increase the Service

3 Company's cost of worldng capital" and that the alleged additional Service Company

4 costs "would then be passed back through the ServiCe Company bill to Arizona in the

5 form of higher Service Company costs."

6 Ms. Gutowski has provided no support for such claims. AAWC has claimed that the

7 affiliated Service Company was providing services "at cost."19 In the current AAWC rate

8 case I have reviewed a number of responses concerning affiliated Management Fee

9 charges to AAWC, and have not seen a Service Company working capital or return

10 component clearly set forth in such documentation. If there is some type of working

11 capital-based return, or other form of shareholder profit, embedded in the affiliated

12 Management Fee charges to AAWC, this may point to a need for a thorough audit of such

13 affiliated charges and may necessitate a more detailed examination of the underlying basis

14 for such charges, especially if such charges include an affiliated company return

15 component that has not been clearly disclosed and documented by the Company.

16 Finally, it is doubtful at best that a ratemaking adjustment for AAWC's cash

17 working capital in the current case would have a direct impact on the Service Company's

18 cost, or that this ratemaking adjustment would cause the affiliated charges from the

19 Service Company to AAWC for Management Fees or other items to be higher in the

20 future .

21

A.

19 See, e.g., Gutowski rebuttal testimony at page 10, line 21
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1 Q- Should a pre-pavment of Management Fees to the affiliates be allowed in the lead-lag

2 study?

3 No, it should not.

4

5 Q. Please explain your recommended Service Company payment lag.

6 The payment lag applied to Management Fees paid to the affiliate American Water Works

7 Service Company ("AWWSC") and/or to other affiliates should be adjusted to

8 commercially reasonable terms. This substantial affiliated transaction should not be

9 permitted to unnecessarily increase rate base via the creation of an unreasonable CWC

10 requirement. In its filed lead-lag study, AAWC reflected a payment lag of 14.7715 days

11 that appears to be commercially reasonable, in that it is between the payroll lag of 12 days

12 and the maintenance lag of 33.6 days, and thus is within a range of reasonableness.

13 However, as stated in response to RUCO 2-75, and in AAWC's rebuttal, AAWC now

14 seeks a revision to its tiled lead-lag study to reflect a pre-pavment, on average, for the

15 Management Fees from the affiliates. This would imply that AAWC pays for affiliated

16 services, on average, before the affiliated services are provided. AAWC should not be

17 required to pay for services provided by this affiliate any more rapidly that it would pay

18 for the services if they had been performed internally. Moreover, if AAWC chooses to

19 pre-pay for affiliate-provided services, on average, before they are provided, ratepayers

20 should not be required to pay a return on the increase to AAWC's rate base that relates to

21 such pre-payment for affiliated services. I have adjusted the CWC associated with

22 AAWC's payments to the affiliate AWWSC by applying the same 12-day expense lag

23 associated with AAWC's direct labor costs;

n

A.

A.
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1

2 Q. What has AAWC said about this adjustment in its rebuttal?

3 As noted above, AAWC witness Gutowski has claimed, among other things, that a 1989

4 Service Company Agreement between AWWSC and the operating utility company would

5 require prepayment by the utility of each month's Service Company costs.

6

7 Q- Was AAWC able to demonstrate that the Arizona Corporation Commission had ever

8 approved the Service Company Agreement as it applies to any of the AAWC districts

9 covered in the current AAWVC rate case?

10 A. No. As noted above, AAWC has not been able to demonstrate that the Arizona

11 Corporation Commission had ever approved the Service Company Agreement as it applies

12 to any of the AAWC distnlcts covered in the current AAWC rate case.

13

14 Q- Even if the Arizona Corporation Commission had approved such a Service Company

15 "Agreement", does that necessitate that a prepavrnent of affiliate Management Fees

16 should be reflected in the Utility's lead-lag study for ratemaldng purposes?

17 Apparently, not. The review of what is reasonable for ratemaking purposes typically

18 occurs when an issue arises in the context of a rate case. As noted in my direct testimony,

19 the West Virginia Public Service Commission ("PSC") addressed a similar issue in a

20 recent rate case for one of AAWC's affiliated water companies operating in that

21 jurisdiction. In West Virginia PSC Case No. 08-0900-W-42T, West Virginia American

22 Water Company (" AWC") presented a similar argument, citing the provisions of its

23

A.

A.

Service Agreement with AWWSC, and claiming that such Agreement would somehow
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1 require WVAWC ratepayers to pay a return on the rate base/CWC impact of such an

2 affiliated services prepayment arrangement.

3

4 Q- How did the West Virginia PSC decide that issue?

5 In its Commission Order dated March 25, 2009, the West Virginia PSC rejected the

6 arguments presented by the water utility and adopted the adjustment recommended by the

7 Consumer Advocate Division ("CAD"). Pages 35-36 of the West Virginia PSC's Order

8 state as follows:

The Commission is  not  persuaded tha t  the CAD recommendat ion is
unreasonable or requires actions on the part of the Company that violate its
agreement with AWWSC. The agreement allows AWWSC to provide a
current bill 'as soon as practicable' after the last day of each month. It also
provides that AWWSC provide an estimate of the bill for the next month.
However, Mere is no provision for advance payment of the next monthly
bill. While WVAWC should not act unreasonably in making payments to
AWWSC, a lag comparable with its own payroll lags does not appear to be
unreasonable, while an advance payment does appear to be unreasonable.
The Commission will adopt this CAD adjustment to the Cash Working
Capital.

9

10

11

12

13

14
15

16

17

18

19
20

21
22

(Emphasis supplied)

23 Consequently, the West Virginia Commission used the 12-day utility labor cost payment

24 lag for the affiliated Service Company Management Fees in the lead-lag study.

25

26 Q- Please summarize your recommended adjustment to AAWC's lead-lag study for the

27 lag for payments to the affiliate AWWSC for Management Fees?

28 The revised lead-lag study presented in AAWC's rebuttal shows the same 12-day lag for

29 that utility's direct payroll as did WVAWC's lead-lag study. I have applied this same 12-

30

A.

A.

day lag for the AAWC direct payroll as a reasonable payment lag for payments to the
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1 affiliate AWWSC, which provides services to AWC as well as AAWC. The use of

2 AAWC's direct payroll lag as a lag for the affiliated Management Fees charged to AAWC

3 is reasonable and appropriate whereas a prepayment would be unreasonable, as described

4 above. A longer payment lag for the affiliated Service Company could potentially be

5 justified, based on other payments to non-affiliated vendors and service providers.

6

7 Q- Please explain why a payment lag longer than 12 days could be reasonable for

8 payments to this affiliate?

9 As shown on AAWC -- Anthem Water Schedule B-6, lines 14 and 15, for example,

10 AAWC's overall weighted lags for Maintenance Expense and Other Operating Expenses

11 are 33.6 and 30.0 days, respectively. Consequently, applying the 12-day lag for AAWC's

12 direct payroll as a payment lag for payments to the affiliate A SC is probably a bit

13 conservative .

14

15 3. Other Expense Adiustmen ts

16 Q, H a ve you  a l s o  a d ju s t ed  C a s h  W or ldng  C a p i t a l  f o r  ea c h  d i s t r i c t for your

17 recommended adjustments to operating expenses?

18 Yes. Schedule B-4 for each district on Attachment RCS-6 (for water) and RCS-7 (for

19 wastewater) also reflects adjustments for operating expense amounts.

20

A.

A.

20 See, RUCO Attachment RCS-6 and RCS-7, Schedule B-4, line 1, Labor, for each respective district which has a
composite weighted payment lag of 12.00 days, meaning that payment is made, on average, 12 days after service is
provided..
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1 4. Remove Chemical Expense

2 Q- Please explain the adjustment to remove Chemical Expense from the Cash Worldng

3 Capital calculation.

4 Staff removed Chemical Expense from the calculation of Cash Working Capital because

5 Chemical Inventory is included in the 13-month average of Materials and Supplies.

6 AAWC witness Gutowski agreed with this Staff adjustment. I also agree with the Staff" s

7 adjustment and have reflected the removal of Chemical Expense on Schedule B-4 of

8 Attaclnnents RCS-6 and RCS-7.

9

10 5. Remove Uncollectibles

11 Q- Please explain the adjustment to remove Bad Debt Expense from the Cash Working

12 Capital calculation.

13 Staff removed Bad Debt Expense from the calculation of Cash Working Capital because it

14 does not involve a cash outlay, and therefore should have no corresponding expense lag

15 days. AAWC witness Gutowski agreed with this Staff adjustment. I also agree with the

16 Staff's adjustment and have reflected the removal of Bad Debt Expense on Schedule B-4

17 of Attachments RCS-6 and RCS-7 by reflecting 20.31 day lags for Customer Accounting

18 Expense.

19

20 Summary of Cash Working Capital Adjustments

21

A.

A.

Q- What is your adjusted Cash Working Capital allowance for each district?



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adjustment $ (122,000) $ (168,000) $ (130,000) $ (105,000) $ (113,000) $ (638,000
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1

2 RCS-6 and RCS-7,

3

My recommended adjusted Cash Working Capital allowance is shown on Attachments

Schedule B-4 for each district. My recommended adjustment to

AAWC's originally filed request, is summarized in the following table:

4 Summary of Adjustments to Cash Working Capital

5

6

7

8

9

1 0

Youngstown Plant -.. Sun City Water
Please explain your adjustment shown on Schedule B-5.

11 This adjustment reflects the recommendation made by Staff witness Gerald Becker as it

12 relates to reconciling items related to the Company's Youngtown Plant ("Youngtown") in

13 the Sun City water district that Staff noted during its review of AAWC's workpapers in

1 4 this proceeding. In response to Staff' s inquiry, the Company stated that the amounts

15 associated with Youngstown relate to a reconciling item between AAWC's books and the

1 6 plant balances that were approved in the Company's last rate case. AAWC was unable to

17 provide sufficient support for this item in this proceeding, thus Staff concluded that it

18 should be removed from rate base. As shown on Attachment RCS-6, Schedule B-5, these

19 adjustments reduce utility plant in service by $149,497 and accumulated depreciation by

20 $22,008 for a net reduction to rate base in the amount of $127,489 in the Sun City water

21 district.

22

23 Q. Has AAWC accepted Mr. Becker's adjustments to utility plant in service and

24

A.

A.

accumulated depreciation as it relates to the Youngtown Plant?
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1 Yes. As stated on page 2 of her Rebuttal Testimony, Company witness Sandra L. Murray

2 stated that this plant item had been included in the Company's workpapers in this

3 proceeding as a Staff reconciling item from AAWC's last rate case. The Company agreed

4 with Mr. Becker's adjustments on the basis that AAWC may further research and support

5 this item in a future rate case.

6

7

8

Verrado Wastewater Plant - Anthem/AszuaFria Wastewater
Please explain your adjustment shown on Schedule B-6.

9 A. This adjustment reflects the recommendation made by Staff witness Gary McMuny as it

10 relates to the Company's Verrado Wastewater Plant ("Verrado"). Mr. McMurry stated

11 that the Company's proposal to include the actual recorded cost of Verrado in rate base

12 does not take into account that Verrado is overbuilt and under-utilized. Therefore, Staff

13 concluded that the excess capacity associated with Verrado should be excluded from rate

14 base and thus, removed $1,838,637 from utility plant in service. As shown on Attachment

15 RCS-7, Schedule B-6, I have reduced rate base by $1,838,637 for Anthem/Agua Fda

16 Wastewater.

17

18 Q- Has AAWC accepted Staff's recommended adjustment to reduce utility plant in

19 service as it relates to Verrado?

20 Yes. As stated on page 2 of her Rebuttal Testimony, Company witness Murrey stated that

21 although AAWC has accepted Staffs recommendation to remove the excess capacity

22

A.

A.

associated with Verrado from rate base, the Company requested that the Commission
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1 determine that removing this excess capacity is temporary until a future rate case and that

2 it is appropriate to include the $1,838,637 in Plant Held For Future Use.

3

4 Q- Is Plant Held for Future Use included in rate base?

5 A. No. It is not used and useful during the test year, and therefore Plant Held for Future Use

6 is not included in rate base.

7

8

9

Comprehensive Planning Study - Sun Citv and Sun Citv West Wastewater

Please explain your adjustment shown on Schedule B-7.

10 This adjustment reflects the recommendation made by Staff to transfer costs totaling

11 $12,242 associated with a comprehensive planning study that was recorded in the Sun

12 City Wastewater district to the Sun City West Wastewater district because this planning

13 study was in fact conducted for Sun City West Wastewater. Therefore, as shown on

14 Attachment RCS-7, Schedule B-7, I have reduced Sun City Wastewater's utility plant in

15 service by S12,242 and have increased Sun City West Wastewater's utility plant in service

16 by the same amount. This resulted in changes to the rate base of these two districts. For

17 the combined wastewater districts, this resulted in a net rate base adjustment of zero.

18

19 Q- Has AAWC accepted Staff's recommended adjustment to transfer the

20 comprehensive planning study costs from Sun City Wastewater to Sun City West

21

A.

Wastewater"
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1 Yes. As stated on page 3 of her Rebuttal Testimony, Company witness Murrey concurred

2 that the comprehensive planning study was conducted for Sun City West Wastewater and

3 therefore, such costs should be transferred to that district.

4

5 B-8 North West Valley Treatment Plant Anthem/Agua Fria and Sun Citv West

6

7

Wastewater
Q. Please explain your adjustment shown on Schedule B-8.

8 This adjustment reflects the recommendation made by Staff witness McMurry to update

9 the allocation percentages associated with the North West Valley Treatment Plant

10 (" TP") as it relates to the relative capacity demand between Anthem/Agua Fria

11 Wastewater and Sun City West Wastewater. Staff recommended updating the NWVTP

12 allocation to Anthem/Agua Fria Wastewater from 32 percent to 28 percent. In addition,

13 Staff recommended updating the TP allocation to Sun City West Wastewater from

14 68 percent to 72 percent. As shown on Attachment RCS-7, Schedule B-8, updating the

15 NWVTP allocation percentages results in a decrease to utility plant in service for

16 Anthem/Agua Fria Wastewater in the amount of $1,039,823 and an increase to utility

17 plant in service for Sun City West Wastewater for the same amount. This results in

18 changes to the rate base of these distnlcts. For the combined wastewater districts, this

19 results in a net adjustment to utility plant in service of zero .

20

21 Q- Is there a corresponding adjustment to accumulated depreciation related to the

22

A.

A.

NWVTP allocation percentages?
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1 Yes. As shown on Attachment RCS-7, Schedule B-8, I have also incorporated Staff' s

2 recommendation to decrease accumulated depreciation for Anthem/Agua Fria Wastewater

3 'in the amount of $630,244 and to increase accumulated depreciation for Sun City West

4 Wastewater by the same amount, which results in a net adjustment to accumulated

5 depreciation of zero.

6

7 Q- Has AAWC accepted Staff's recommended adjustment to update the allocation

8 percentages associated with the NWVTP?

9 Yes. As discussed in the Rebuttal Testimony of Company witness Linda J. Gutowski, the

10 Company has accepted Staffs recommendation to update the allocation percentages

11 associated with the TP as it relates to the relative capacity demand between

12 Anthem/Agua Fria Wastewater and Sun City West Wastewater.

13

14 Q- Do you have any other comments about this adjustment?

15 A. Yes. Allocating the N TP more appropriately between these two districts, as

16 recommended by Staff and accepted by AAWC, will also help to mitigate the rate

17 increases for the Anthem/Agua Fria Wastewater district, which are among the highest of

18 the districts in the current AAWC rate case.

19

20

21

Accumulated Deferred Income Taxes
Please explain your adjustment shown on Schedule B-9.

22 This adjustment incorporates the recommendation made by Staff witnesses Becker and

23

A.

A.

A.

McMurray to reflect in rate base the accumulated deferred income taxes ("ADIT") that
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1 were recorded in the Company's audited financial statements. A.AWC proposed

2 allocating ADIT of approximately $13.026 million to each district in this proceeding

3 based on its four-factor allocation, but Staff was unable to reconcile the $13.026 million

4 figure to the Company's audited financial statements' ADIT balance of $12.689 million.

5 As shown on Attachment RCS-6, Schedule B-9, and summarized in the table below, the

6 incorporation of Staffs recommended adjustments reduces ADIT (thus increasing rate

7 base) by a total amount of $173,965.

8

9

1 0 As discussed on page 7 of the Rebuttal Testimony of Company witness Linda J.

1 1 Gutowski, AAWC has agreed with Staff s recommendation to use the ADIT balance

1 2 reflected in the Company's audited tlnancial statements as the basis for allocating such

1 3 ADIT to each of the districts in this proceeding.

1 4

15 Q . Does your reflection of the Staff-adjusted ADIT balance in the current AAWC rate

1 6 case imply acceptance or endorsement of each component included in that ADIT

17 balance?

18 No. I have reflected the ADIT amounts on Schedule B~9 in part to help minimize issues,

1 9 however, this should not be construed as an endorsement of each component included in

20

A.

the ADIT balance. AAWC's ADIT balance is a net addition to rate base and may include
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1 components that would require adjustment in a future case if a detailed component-by

2 component analysis were undertaken.

3

4

5

Other Rate Base Adjustments

Q. Are there any additional adj ustments that were recommended by Staff which were

6 accepted by the Company?

7 Yes, there are two additional adjustments that were recommended by Staff that were

8 accepted by the Company. The first'such adjustment relates to the transfer of $22,289,

9 which was for chemical feed and water quality monitoring equipment, that Staff

10 recommended be reclassified from Account 304300 to Account 320100, for Anthem

11 Water. The second such adjustment relates to the transfer of 348'/,000, which was for a

12 power generator, that Staff recommended be reclassified from Account 354400 to

13 Account 355500, for Anthem/Agua Fria Wastewater.

14

15 Q- Are you presenting rate base adjustment schedules for these two adjustments?

16 No. I have no reason to disagree with the appropriateness of these Staff-recommended

17 adjustments which AAWC has accepted. Since both of these adjustments merely

18 reclassify amounts from one plant account to another, there is no net impact on RUCO's

19 proposed rate base. Therefore, it was not necessary to present rate base adjustment

20 schedules for either of these adjustments.

21

22

A.

A.

Q. Did these adjustments affect Depreciation Expense?
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1 Yes. The adjustment between plant accounts affected Depreciation Expense. I show the

2 impact on Schedules C-18 and C-19.

3

4

5 I v . ADJUSTMENTS TO OPERATING INCOME

6 Q. Please describe how you have summarized RUCO's proposed adjustments to

7 operating income.

8 Attachments RCS-6 and RCS-7 includes for each water and wastewater district,

9 respectively and in summary for the water systems and, separately, for the wastewater

10 districts included in AAWC's filing, a Schedule C that shows AAWC's requested net

11 operating income, RUCO adjustments, and RUCO's adjusted net operating income.

12 AAWC's proposed adjusted test year net operating income from its direct filing and

13 RUCO's recommended adjusted net operating income for each district is summarized in

14 the following table:

Net Operating Income Summary - Water and Wastewater Districts

District
Anthem Water
Sun City Water
Subtotal - Water

Per RUCO
s

$

$

Per Company

As-Filed

514,448

861,085

1,375,533

$
SS
$

683,807
1,359,588
2,043,394

Difference

$ 169,359

$ 498,503

$ 667,861

Anthem/Agua Fda Wastewater
Sun City Wastewater
Sun City West Wastewater
Subtotal - Wastewater

$
$
$
s

(191,785) $
(51,593) $
618,443 S
375,065 $

(4,298) 33

68,704 3%

748,629 39

813,034 $

187,487

120,297

130,186

437,969

15 Total $ 1,750,598 $ 2,856,428 s 1,105,830

1 6

A.

A.



Surrebuttal Testimony of Ralph C. Smith
Docket Nos. W-01303A-09~0343 & SW-01303A_09-0343
Page 41

1 Attachments RCS-6 and RCS-7 also contain a Schedule C.1 for water, for wastewater, and

2 for each district that presents RUCO's recommended adjustments to Arizona test year

3 revenues and expenses. The impact on state and federal income taxes associated with

4 each of the recommended adjustments to operating income is also reflected on Schedule

5 C.1. The recommended adjustments to operating income are discussed below in the same

6 order as they appear on Schedule C.1 of Attachments RCS-6 and RCS-7 for water and

7 wastewater district, respectively.

8

9

10

Customer Annualization Correction (Anthem Water District)
Please explainRUCO Adjustment C-1.

11 AAWC's response to RUCO 2-48 says that RUCO witness Rodney Moore found errors

12 in the Company pro forma annualization for Anthem Water, which the Company is

13 accepting and would reflect in their rebuttal. RUCO Adjustment C-1 in Attachment RCS-

14 6 reflects the correction of such errors in computing the revenue requirement for Anthem

15 Water. In my direct testimony, I had mistakenly decreased the amount of annualized

16 revenue at current rates for Anthem Water by $9,456. AAWC witness Gutowski has

17 accepted this adjustment and pointed out that it should increase revenue, not decrease it,

18 by $9,458. I have revised Schedule C-1 in Attachment RCS-6 to reflect this correction.

19

20

21

Rate Case Expense (All Districts)
What has AAWC requested for rate case expense?

A.

al Mr. Moore is presenting the rate design testimony for RUCO.



Surrebuttal Testimony of Ralph C. Smith
Docket Nos. W-01303A-09-0343 & SW-01303A-09-0343
Page 42

1 AAWC had requested $678,425 for the current case, amoM'zed over three years, plus

2 amortization of the remaining unamortized balance firm prior rate cases. The $678,425

3 proposed by AAWC for the current rate case is shown on AAWC witness Broderick's

4 Exhibit TMB-2. The amounts requested for the prior rate cases of $149,119 is from

5 AAWC witness Kiser's direct testimony at page 10 and was requested over three years as

6 an amortization in AAWC adjustment MI-IK-8. AAWC witness Kiser has agreed on page

7 17 of his rebuttal testimony to remove the expense related to the prior rate case. AAWC

8 witness Broderick's rebuttal at pages 5-6, however, continues to request an amount of

9 $678,425 for the current rate case. As noted in my direct testimony, this request is higher

10 than the amount from the prior AAWC rate case.

11

12 Q- Why does the Company state it is asldng for more rate case expense than in Docket

13 No. 08-0227?

14 A. Page 11 of AAWC witness Brodelick's direct testimony stated that:

15
16

17

18

19

20

21

22

23

24

The primary reason this [$678,425] estimate is higher than the most recent (seven
district) rate case is primarily due to the anticipated additional requirement to
provide a required public notice to all 154,000 Arizona-American customers of the
proposed consolidated rates -- at a cost of roughly $95,957. There is additional
cost to have our rate design expert, Mr. Paul Herbert, design, support and explain
consolidated rates. We also anticipate mailing a postcard to all customers
concerning public meetings about rate consolidation at a cost of approximately
$40,000.

AAWC Exhibit TMB~2 presents an itemization of the Company's estimated rate case

25 expense, by component, which sums to the $678,425.

26 In addition to the components mentioned above, this includes $230,000 for legal

27 representation, $65,000 for a cost of equity witness, $65,000 for a rate design witness,

28

A.

$15,000 for compliance for an Anthem rate tiers study, $75,000 for "Shared Services"
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1 which appears to be for affiliate labor-related charges, $20,000 for newspaper publishing

2 of initial public notice and ACC public comment meetings, $47,500 related to Company-

3 sponsored community meetings, and $50,329 for an initial public notice letter to 81,176

4 customers .

5 Mr. Broderick's rebuttal testimony at page 6 states that, as of March 11, 2010, the

6 Company had incurred $226,339 in  rate case expense for  the current case.  Additionally,

7 he states that in  a procedural order  dated March 18, 2010, the ALJ required a Company-

8 wide all  customer  notice regarding rate consolidation,  which AAWC anticipates will  be

9 sent as a first class letter  at a total cost of approximately $55,000. He also states that the

10 majority of external legal costs are still ahead.

11

12 Q- Have some components of the Company's initial estimate of cost for the current rate

13 case not materialized as expected?

14 Yes. A request for the Company's supporting documentation for its rate case expense was

15 made in RUCO 2-40(a). With regard to the initial public notice, the response to RUCO 2-

16 40(a) stated: "Overall ,  to-date,  expenses are running sl ightly under  budget because th e

17 initial required public notice was sent as a bill insert and not as a separately mailed

18 letter. However, legal expenses are expected to later be over budget." (Emphasis

19 supplied.) Company Exhibit TMB-2 listed an estimated expense of $50,329 for the initial

20 public notice.

21

A.
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1 Q. Has AAWC explained why, if the initial notice was sent as a bill insert and saved

2 approximately $S0,000, the notice concerning rate consolidation could not also be

3 sent as a bill insert?

4 No. Although he discusses the notice on page 6 of his rebuttal testimony, Mr. Broderick

5 does not clearly indicate why the notice concerning rate consolidation could not also be

6 sent as a bill insert, thus similarly saving onpostage,similar to the initial notice.

7

8 Q- Has the Company's identified how much of the $226,339 in rate case expense it states

9 it has incurred through March 18, 2010 is for Company and affiliate labor?

10 No.

11

12 Q. What regulatory concerns are raised by charging for Company or affiliate labor cost

13 in rate case expense"

14 Concerns of double-counting are raised by charging for Company or affiliate labor cost in

15 rate case expense. Payroll costs and costs for affiliate labor are included elsewhere in the

16 Company's filing, based on adjusted test year amounts. Affiliated company labor and

17 expenses incurred subsequent to the test year as rate case cost would represent an increase

18 to the amount recorded during the test year. Costs for Company and affiliate labor should

19 therefore be excluded from rate case expense to preclude double counting or excessive

20 charges to ratepayers.

21

22 Q- How does the amount for rate case cost requested by AAWC for the current case

23

A.

A.

A.

compare with rate case expense allowed in prior AAWC rate cases?
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1 A. Even though there are fewer districts in the current AAWC rate case, the rate case expense

2 claimed by AAWC is considerably higher than the amount that was allowed in Decision

3 No. 71410 from AAWC's last rate case. Decision No. 71410 states at page 39 that: "We

4 find total rate case expense of $456,275, normalized over three years and allocated across

5 the seven districts using the Company's 4-factor allocation methodology as agreed to by

6 Staff to be reasonable, and will allow it." (footnote omitted) .

7

8 Q. Has the Company identified the allowed amounts of rate case expense in other recent

9 AAWC rate cases?

10 Yes. The Company's response to RUCO 2-78(b) states that:

11

12

13

14

15

16

Decision No. 71410, dated December 8, 2009, allowed $456,275 in a seven district
rate case. Decision No. 70372, dated June 13, 2008 allowed $300,000 in a three
district rate case. Decision No. 70351, dated May 16, 2008 allowed $94,264 in a
one district rate case.

AAWC's response to RUCO 2-78(c) states "The amortization period for Decisions 71410

17 and 70372 was three years and Decision 70351 was four years.as

18

19 Q- Should AAWC's allowed rate case expense be based on continued updates of actual

20 costs, as Mr. Broderick recommends at page 5 of his rebuttal testimony?

21 No. At page 5 of his rebuttal, Mr. Broderick suggests that AAWC be allowed to use

22 actual rate case cost, which he offers to update "at hearing, in the Company's post hearing

23 exhibits or even later in the Company's post hearing brief." Allowing constant updates at

24 such late stages as a basis for the allowance could remove existing incentives to control

25 such cost, and may not provide for adequate review or questioning of such costs by other

26

A.

A.

parties, if such "updates" are provided after the record is closed. The ratemaking
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1 allowance for rate case expense should be based on a reasonable normalized amount, not

2 necessarily on how much a utility actually records for such expense through the end of a

3 rate case. Additionally, as noted above, there are concerns with AAWC and affiliated

4 labor charges being included in rate case expense. Consequently, I do not believe there

5 would be any benefit  to a llowing AAWC to update its ra te case expense amount,

6 especially for periods after the hearing, and therefore recommend that this proposal by Mr.

7 Broderick be rejected.

8

9 Q- Please explain RUCO Adjustment C-2.

1 0 This adjustment removes the cost for the prior rate case, and provides for an allowance of

11 $460,000 for the current case, normalized over three years, for a normalized annual

1 2 allowance of $153,333. This normalized allowance is allocated to each district in

13 proportion to its four-factor allocator, as shown on Schedule C-2 in Attachment RCS-6 for

1 4 water and Attachment RCS-7 for wastewater, respectively. The adjustment to reduce

1 5 AAWC's requested rate ease expense for each district is summarized below.

Summary of Adjustments to Rate Case Expense

1 6

17

1 8 Q . Has RUCO Adjustment C-2 changed as a result of AAWC's rebuttal?

1 9 No. A total allowance of $460,000 normalized over three years, and the removal of

20 AAWC's prior rate case expense is consistent with the recommendations made concerning

21

A.

A.

rate case expense in my direct testimony. The $460,000 total allowance is also larger than
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1 the amount allowed from Decision No. 71410, dated December 8, 2009, in a seven district

2 rate case.

3

4

5

Incentive Compensation Expense - AAWC Employees (All Districts)
Please explainRUCO Adjustment C-3.

6 A. This adjustment removes 30 percent of the incentive compensation expense for AAWC

7 employees that the Company had included in the test year.

8

9 Q. How did you determine the amount of incentive compensation for AAWC employees

10 that the Company had included in the test year, inclusive of pro forma adjustments?

11 The amount was determined based on the Company's responses to RUCO data requests,

12 which had asked for such information, and from a review of underlying detail contained in

13 the Excel files that were provided by the Company. The 30 percent disallowance has also

14 been applied by the Commission to AAWC's incentive compensation expense in other

15 recent AAWC rate cases including Docket Nos. W/SW-01303A-08-0227, as discussed in

16 Decision No. 71410.

17

18 Q- What has AAWC stated in rebuttal concerning incentive compensation for AAWC

19 employees?

20 AAWC witness Towsley states at pages 6-7 of his rebuttal testimony that a 30 percent

21 reduction for AAWC employees' incentive compensation is appropriate. He disagrees

22 with a 50 percent disallowance, which is the disallowance percentage that the Commission

23

A.

A.

has applied for other Arizona utilities' incentive compensation expense.
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1 At page 7 of his rebuttal testimony Mr. Towsley claims that no justification or

2 even explanation was provided in my direct testimony as to why the Commission should

3 remove the Annual Incentive Plan ("AlP") incentive compensation included in the affiliate

4 Management Fee charges firm A.AWC's expense.

5 At pages 7-8, he quotes from Commission Decision No. 71410 where 30 percent

6 of AAWC's incentive compensation expense was disallowed.

7 At pages 8-9, he also quotes from a West Virginia Public Service Commission

8 decision where that commission had raj acted an adjustment to remove the cost of

9 incentive compensation.

10 At page 7, lines 7-9, he also claims that: "This type of incentive compensation

11 would need to be discontinued if the Commission were to deny additional amounts, which

12 would ultimately result in a greater offsetting increase for employee base pay with no

13 performance contingency."

14

15 Q- Did the Company provide a copy of its incentive compensation plan?

16 Yes, a copy was provided in response to RUCO 2-6.

17

18 Q- Please briefly discuss the key provisions of the incentive compensation program.

19 According to the 2008 Annual Incentive Plan - Rewarding Achievement, the annual

20 incentive plan ("AlP" or "Plan") is designed to reward participants for the performance

21 results attained by such participants and the Company during the plan year. These

22 performance standards are comprised of the three following components: (1) Financial

23

A.

A.

(Corporate, Divisional/Regional and State), Operational and Individual.
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1

2 Financial Component

3 The financial component is based on operating income. The performance level is

4 determined at the Corporate, Divisional/Regfonal and State levels. In 2008, more than

5 85% of the operating income target for the entire Company had to be achieved

6 before incentive compensation was awarded based on the corporate financial

7 component of the Plan, although such an award could be made on the

8 Divisional/Regional and State financial components if operating income exceeded 85% of

9 the target. In addition,more than 75% of the Corporate operating income target had

10 to be achieved in order for any payments to be made on any components of the Plan

11 for the entire Company.

12

13 Operational Component

14 The operational component is based on the following:

15
16

17

18

19
20

21

Environmental Compliance: Environmental compliance is measured by "Notice of
Violation ("NOV") count defined as the number of times an official notice is
issued by a primacy agency for failure to comply with a federal, state or local
government statute or regulation that is covered under the scope of the American
Water Environmental Management Policy.

Safety Performance: Safety performance is measured on an OSHA Total
Recordable Incident Rate ("ORIR") which is defined as the rate of total injuries
requiring treatment beyond first aid per 200,000 hours worked, ORIR focuses on
total injury reduction which by extension improves Lost Work Day Case Rate
("LWCR") and correlates more closely to workers compensation claims and costs.
LWCR will remain a personal performance goal for the Operations and
Operational Risk Management functions.

22

23

24

25

26

27

28

29

30

31

32

o Customer Satisfaction: Customer satisfaction is based on the results of the annual
Customer Satisfaction Survey ("CSS") conducted in the fourth quarter of each year
through randomly selected customer contacts in each state.
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Service Quality: Service quality is based on the annual results of the Service
Quality Surveys ("SQS") conducted throughout the year with customers having
had recent contact with a customer service or field service representative.

• Service Level: Percentage of calls answered in the Customer Service Center within
a certain timeframe.

Quality Measures (Shared Services Center): (1) SSC error rate - number of
financial statement errors, (2) Reconciliations - calendar year average of accounts
beyond policy, and (3) Timeliness of Processes -- annual percentage of processes
conducted according to schedule (e.g. tax filings, consolidated financial
statements, external audit information submissions, days to image & process
invoices and Or com rate changes .

Compliance (Shared Services Center ("SSC") - (1) External audit findings .-
number of unrecorded differences and topside entries, (2) internal audit findings --
number of instances of deviations from policy/procedures during SOX testing, and
(3) external filing requirements -- annual reports and Commission reports
completed by established deadlines for SSC.

Each operational component discussed above is measured as follows :

1

2

3

4

5

6

7

8

9

10

11

12
13

14

15

16
17

18

19

20

21

22

23

24

25

26

27

Environmental Compliance - 25%
Safety Performance -.- 25%
Customer Satisfaction - 25%
Service Quality .- 25%

28 Individual Component

29 The individual component includes Perfonnance Targets as agreed to by participants and

30 managers within the Companywide standard performance management process. The

31 Company will provide an AlP letter which outlines the Company component targets.

32 Individual performance is assessed using American Water's Performance Management

3_3 and Development Review ("PDR") process whereby the PDR requires each individual to

34 have five perfcnnance targets. Each of these five performance targets should be specific,

35 measurable and aligned with the Company's performance targets.

36
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1 Q- What criteria has the Commission found important in deciding issues concerning

2 utility incentive compensation in recent cases?

3 A. The criteria the Commission has found important in deciding this issue in recent cases are

4 described in various orders which have addressed the treatment of utility incentive

5 compensation expense for ratemaking purposes. In Decision No. 68487 (February 23,

6 2006), the Commission adopted Staffs recommendation for an equal sharing of costs

7 associated with the Southwest Gas Corporation's ("SWG") Management Incentive Plan

8 ("MIP") expense. For example, in reaching its conclusion regarding SWG's MIP, the

9 Commission stated in part on page 18 of Order 68487 spaatz

10

11

12

13

14

15

16

17

18

We believe that Staffs recommendation for an equal sharing of the costs
associated with MIP compensation provides an appropriate balance between
the benefits attained by both shareholders and ratepayers. Although
achievement of the performance goals in the MIP, and the benefits attendant
thereto, cannot be precisely quantified there is little doubt that both
shareholders and ratepayers derive some benefit from incentive goals.
Therefore, the costs of the program should be borne by both groups and we
find Staffs equal sharing recommendations to be a reasonable resolution.

19 AAWC has not refuted the fact that both shareholders and ratepayers derive some benefit

20 from incentive goals when such goals are achieved by A.AWC employees.

21

22 Q- Do AAWC's shareholders and customers both benefit from the achievement of

23 incentive compensation program?

24 Yes . Shareholders benefit from the achievement of financial goals. Additionally,

25 shareholders benefit from the achievement of expense reduction and expense containment

26 goals between rate cases. Shareholders and ratepayers can both benefit from the

27

A.

achievement of customer service goals.
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1

2 Q. Why have you used a 30 percent disallowance for the incentive compensation for

3 AAWC employees?

4 Although a higher disallowance percentage could perhaps be justified (the Commission

5 has disallowed 50 percent of other Arizona utilities' incentive compensation expense

6 based on an equal sharing of the cost between shareholders and ratepayers), I used a 30

7 percent disallowance for incentive compensation ofAAWC employees because this is

8 what the Commission had determined for AAWC incentive compensation in recent prior

9 AAWC rate cases, including Decision Nos. 71410 and 68858. Decision No. 68858 at

10 page 20-21, for example, stated that:

11

12

13

14

15

16

RUCO recommends that $12,795 of the Company's proposed $20,037 AlP,
Performance Pay and Stay Bonuses be disallowed. RUCO recommends
disallowing 30 percent, or $5,555 of the $l8,517 in Arizona Corporate allocated
management fees related to the Company's Annual Incentive Plan expenses,
because 30 percent of the AlP is directly related to Company financial
performance measures and 70 percent to operational and individual performance
measures. RUCO argues that the 30 percent portion of AlP expenses based on
financial performance measures benefit only shareholders.

17
18
19
20
21
22
23
24
25
26
27

We agree with RUCO that shareholders are the primary beneficiaries of additional
profit the Company achieves as the result of the Company meeting its financial
targets, and therefore find RUCO's proposal to disallow the 30 percent of AlP that
is based on the Colnpany's financial performance measures to be reasonable and
appropriate. An adjustment reducing AlP expenses by $5,555 is appropriate
and should be adopted.

In Decision No. 68858, the Commission did not adjust expense for AAWC's Performance

28 Pay and Stay Bonuses because they were deemed closely related to salary expense. The

29 Commission did adjust the incentive compensation portion that was related to meeting

30 financial targets.

A.

C
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1 Decision No. 71410 at page 35 indicates that RUCO proposed a disallowance of

2 30 percent, or $5,555, of the Company's $18,517 Arizona Corporate allocated annual

3 incentive pay ("AlP") management fee expenses for the districts in this proceeding. Staff

4 agreed with the adjustment and the Company indicated, while it disagrees with the

5 premise that shareholders are the primary beneficiaries of additional profit the Company

6 achieves as a result of Arizona-American meeting its financial targets, it did not oppose

7 RUCO's adjustment in that proceeding.

8 Consequently, the Commission used a 30 percent disallowance of the AAWC

9 incentive compensation that resulted from Arizona-American meeting its financial targets.

10

11 Q. Did you detect anything missing in the analysis of AAWC's incentive compensation

12 in those prior cases?

13 Apparently, the parties to those pallor cases did not attempt to distinguish the source of the

14 financial trigger leading to the payment of incentive compensation. Arizona-American

15 meeting its financial targets can be a vastly different situation from the corporate parent

16 entity, American Water Works, meeting its financial targets. American Water Works '

17 corporate financial income is only moderately influenced by AAWC profits and is heavily

18 influenced by non-Arizona jurisdictional operations, and is also impacted by American

19 Water Works' non-regulated operations. AAWC ratepayers should not have to pay for

20 incentive compensation expense that is premised on American Water Works' non-Arizona

21 juxisdiotional operations or non-regulated operations-based financial achievements.

22

A.
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1 Q- Why have you used a 100 percent disallowance for the incentive compensation for

2 affiliated Service Company employees who charge AAWC via the Management Fee?

3 I have recommended disallowing 100 percent of the incentive compensation for the

4 affiliated Service Company employees who charge AAWC via the Management Fee

5 because the award to Service Company employees is dependent upon corporate operating

6 income and corporate financial targets. This is influenced by operating income of non-

7 jurisdictional and non-regulated operations of American Water Works. Arizona

8 ratepayers should not have to pay for incentive compensation that is tied to American

9 Water Works' corporate or non=jurisdictiona1 and non-regulated income. The AlP plan

10 indicates that, in 2008, more than 85% of the operating income target for the entire

11 Company had to be achieved before incentive compensation was awarded based on the

12 corporate financial component of the Plan, although such an award could be made on the

13 Divisional/Regional and State financial components if operating income exceeded 85% of

14 the target. In addition, more than 75% of the Corporate operating income target had to be

15 achieved in order for any payments to be made on any components of the Plan for the

16 entire Company. Consequently, I believe it is reasonable and appropriate to exclude 100

17 percent of the incentive compensation expense that is charged to AAWC for affiliated

18 Service Company employees as part of the American Water Works Management Fee

19 charges.

20

21 Q- Have some of AAWC's affiliates in other jurisdictions removed 100 percent of

22 incentive compensation expense in recent rate cases because payment is premised on

23

A.

a parent company financial trigger?
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1 A. Yes. As an example, in Docket No. 09-0319, before the Illinois Commerce Commission,

2 Karla O. Teasley, the President of Illinois-American Water Company ("IAWC") testified

3 concerning incentive compensation as followsl

4

5
6

7

8

9
10

11
12

VII. INCENTIVE COMPENSATION
Q28. Has the Company proposed recovery of expense related to payments under
an incentive compensation plan?
A. No. In the Docket 07-0507 Order, the Commission denied recovery of
incentive compensation expense due to the presence of a parent company
financial tr igger. In recognition of the Commission's concern as stated in Docket
07-0507, IAWC will not propose recovery of this cost.
(Emphasis supplied.)

13 A copy of such testimony is included in Attachment RCS-8.

14 The same parent company financial trigger that caused denial of recovery of

15 incentive compensation expense in Illinois also exists with respect to the AlP plan.

16

17 Q. At pages 8-9 of his rebuttal AAWC witness Towsley quotes from a West Virginia

18 Public Service Commission decision where that commission had rejected an

19 adjustment to remove the cost of incentive compensation. Please respond.

2.0 Mr. Towsley is correct that the West Virginia declined to adjust West Virginia American

21 Water Company's incentive compensation expense in that decision which was issued in

22 March of 2009. He may not be aware, however, in view of the periods of economic

23 hardship and high unemployment, in a subsequent order, the West Virginia commission

24 continued to allow incentive compensation for utility employees, but rejected utility merit

25 increases for non-officer salary positions and has found that it could not justify charging

26 ratepayers for incentive compensation for senior management that was billed to a utility

27

A.

from its affiliated service company. In an Order dated November 30, 2009, the West
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1 Virginia Commission stated at page 30, in a rate case decision involving Dominion Hope

2 Gas, that:

Hope continued to advocate for merit increases for its non-officer salary
employees for 2009, characterizing the $84,099 as a known and measurable
change.

3

4

5

6

7

8

9

10

11

12

13

14

The Commission continues to view merit increases for non-officer salary positions
as being questionable during periods of economic hardship and high
unemploynnent. These salary increases, although known and reasonable, do not
meet a pendency test given the financial conditions we are facing. With continuing
financial turmoil in the national and global economy, the Commission rej ects the
necessity for ratepayers to bear this expense and excludes the adjustment Hope
proposed.

15 At page 31 of that decision, the West Virginia Commission allowed the incentive

16 compensation for direct Hope employees, however, at pages 35-36, the affiliated service

17 company charges for incentive compensation (and certain other affiliate expenses) were

18 disallowed. Page 35 of that decision states in part as follows concerning the affiliate

19 service company charges that were challenged:

f

20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

14. DRS Charges
CAD and Staff challenged a number of expenses Hope included in its going level
expenses that Dominion Resources Services, Inc. ("DRS"), the Dominion service
company, billed to Hope. CAD recommended disallowing eight separate
categories of DRS charges totaling $364,570 in costs including (i) 50% of
incentive compensation to senior management provided through DRS, (ii)
membership dues, (iii) lobbying expenses, (iv) public relations expenses, (v)
charitable contributions, (vi) social club dues, (vii) corporate sponsored sporting
events, and (viii) $134,979 in corporate aviation costs. CAD argued that the
expenses, except for incentive compensation, are not required for providing gas
service and do not benefit ratepayers. CAD split the incentive compensation
charge as a reflection of the shared benefit of incentive compensation to both
shareholders and ratepayers. Staff also recommended that the Commission
eliminate a similar list of expenses (except for aviation charges) for a total of
$378,83 l..... Staff asserted that Dominion stockholders benefit from these
expenses and therefore should bear them. _ ..

Hope objected to the CAD and Staff recommendations regarding the protested
DRS charges. Hope argued that the incentive compensation charges from DRS are
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1

2

3

a necessary part of the package Dominion uses to attract and retain talented
executives.

4 Page 36 of that decision presents the West Virginia Commission's conclusion on these

5 issues as follows:

6

7

8

9
1 0

11

1 2

13

1 4

1 5

16

17

1 8

1 9

The Commission accepts the Staff recommendation regarding incentive
compensation expenses for senior management charged by DRS to Hope. Hope
has no senior management of its own and relies on DRS to provide those functions.
While die Commission is sympathetic to the desires of Hope to attract and retain
talented employees, Hope executives should consider the current economic
climate in their bonus requests. As discussed above regarding merit increases
for other salary employees, the Commission cannot justify bonus costs for Hope
executives in the midst of protracted economic turmoil. The Commission
disallows the DRS charges listed above removing $378,831 Staffrecomrnended
plus $134,979 in aviation costs for a total of $513,810 from the cost of service
calculations.
(Emphasis supplied.)

A copy of the pertinent excerpts from this decision is presented in Attachment RCS-8 .

20

2 1 Q- Please summarize your recommendation concerning AAWC's incentive

22 compensation expense.

23 A. I recommend continuing the 30 percent allocation to shareholders ordered by the

24 Commission in Decision No. 71410 for the incentive compensation expense for AAWC's

25 own employees, This results in a reduction to test year expense of $75,959, as

26 summarized in the table below.

Summary of Adjustments to Achievement Incentive Pay

27
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1 Additionally, I recommend a 100 percent disallowance for the incentive compensation

2 charged to AAWC from affiliates as pal't of the affiliate Management Fee as shown in

3 Schedule C-11 which is discussed in a subsequent section of my testimony relating to that

4 adjustment.

5

6

7

Stock-Based Compensation Expense (All Districts)

Has AAWC agreed that stock-based compensation expense should be removed?

8 A. Yes. AAWC witnesses Broderick and Kiser's rebuttal testimony indicates that AAWC

9 agrees that stock-based compensation expense should be removed.

10

11 Q. Has stock-based compensation expense been disallowed by the Commission in rate

12 cases for other utilities?

13 Yes. In Decision No. 69663, the Commission adopted Staffs recommendation that stock-

14 based compensation be disallowed for Arizona Public Service Company ("APS").

15

16 Q-

17

18

19

Was stock-based compensation expense also disallowed in the Commission's decision

in a rate case involving UNS Electric, Inc.'?

Yes, it was. in Decision No. 70360 at page 22, the Commission, in referencing a similar

decision regarding Southwest Gas Corporation as well as APS' last rate case stated:

20

21
22
23
24
25
26
27

A.

A.

For these same reasons, we agree with Staff that test year expenses should
be reduced to remove stock-based compensation to officers and
employees,._The disallowance of stock-based compensation is consistent
with the most recent rate case for Arizona Public Service Company
(Decision No. 69663).
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1 Q- Was stock-based compensation expense removed by Staff in other recent utility rate

2 cases?

3 Yes. Staff also removed the utility's stock-based compensation expense in the recent rate

4 cases of Tucson Electric Power Company, Docket No. E-01933A-07-0402 and Southwest

5 Gas Corporation, Docket No. G-01551A-07-0504.22

6

7 Q- Please discuss the reasons for removing stock~based compensation.

8 Ratepayers should not be required to pay executive compensation that is based on the

9 performance of the Company's (or its parent company's) stock price. Additionally, prior

10 to being required to expense stock options for financial reporting purposes under

11 Statement of Financial Accounting Standards No. 123 Revised (SFAS 123R), the cost of

12 stock options was typically treated as a dilution of shareholders' investments, i.e., it was a

13 cost borne by shareholders. While SFAS 123R now requires stock option cost to be

14 expensed on a company's financial statements, this does not provide a reason for shifting

15 the cost responsibility for stock options from shareholders to utility ratepayers.

16

17 Q- Have you rev ised your adjustment to AAWC's Stock-Based Compensation"

18 Yes. As shown on Schedule C-4, using the corrected amounts identified in AAWC's

19 rebuttal testimony, this adjustment decreases test year expense by $83,041 to reflect the

20 removal of AAWC's stock-based compensation for the AAWC districts in the current rate

21 case. The expense of providing stock options and other stock-based compensation to

A.

A.

A.

Hz Staffs adjustment to remove TEP's stock-based compensation was incorporated into a settlement approved by the
Commission in Decision No.706Z8, The ALJ's recommended opinion and order in Docket No. G-01551 A-07-0504
adopted Staffs adjustment to remove stock-based compensation expense. The Commission's Decision No 70665 in
that case adopted the adjustment to remove expense for Southwest Gas's stock-based compensation expense.
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1 officers and employees beyond their other compensation should be borne by shareholders

2 and not by ratepayers.

3

4 Q, What adjustment do you recommend for AAWC's stock-based compensation

5 expense by district?

6 As shown on Schedule C-4, expense for the AAWC districts in the current rate case is

7 reduced by $83,041. The adjustment by district is summarized in the table below.

Summarv of Adfustments to Stock-Based Compensation

8

9

10
11

Normalized Pension Expense (All Districts)

What amount of pension expense has AAWC requested?

1 2 In its initial filing, AAWC requested pension expense et $2.090 million, before allocation

13 among districts, based on funding payments into the defined benefit pension plan trust for

1 4 2009.

1 5 In its rebuttal filing, AAWC witness Kiser at pages 14-15 of his rebuttal is

1 6 recommending an alternative that uses an average of 2009 and 2010 funding payments,

17 which he identifies as $2,090,643 and $2,062,641> respectively.

1 8

1 9 Q- Should these requests by AAWC for pension expense, based on amounts beyond the

20

A.

A.

test year, be adopted?
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1 A. No. The pension expense requested by AAWC, which is based entirely on amounts

2 beyond the test  year ,  is abnormally high and should be rejected. In place of die

3 substantially increased pension expense requested by AAWC, a normalized amount based

4 on recent actual experience through the test year, should be used for ratemaking purposes.

5

6 Q, How does the $2.090 million pro forma amount used by AAWC for Pensions

7 compare with the actual recorded expense in recent years?

8 A. It is significantly higher than any amount for the last five years, 2004-2008, as shown in

9 the following table:

Comparison of Annual Pension Amounts

Amount By Amount P etc ant

s

35

$

$

$

146,893 [H]
317,798 [H]

1,013,141 1211
903,222 [H]

1,734,561 [al

$ 1,943,107
$ 1,772,202
S 1,076,859
$ 1,186,778
$ 355,439

1322.8%
557.7%
106.3%
131.4%
20.5%

Year
Actual Recorded:

2004
2005
2006
2007
2008

Averages:
2004-2008
2006-2008
2007-2008

$
35
$

823,123
1,216,975
1,318,892

S

$

$

1,266,877

873,025

771,109

153.9%
71.7%
58.5%

AAWC Requested
RUCO Normalized

s

8

2,090,000 [bl
1,318,892 14

1 0

Notes and Source
[a] Annual recorded amounts from response to RUCO 2-60
[b] Company's requested amount is from AAWC Exhibit SLH-2
and is based upon 2009 funding contributions
[c] Based on two-year average, 2007-2008

11 The 2009 amount used by AAWC is abnormally high, and the unusually high amount

12 appears to be driven by the poor stock market performance that occurred with the

13 worldwide financial crises that began unfolding in the second half of2008.

1 4
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1 Q- Do you have other concerns about AAWC's request for pension expense i n this case?

2 Yes, the amount requested by AAWC does not appear to have been based on its net

3 periodic pension cost that is accrued pursuant to Statement of Financial Accounting

4 Standards No. 87 ("FAS 87') but rather  on a funding amount,  which is subject to

5 management discretion. As explained in response to RUCO 2-52, AAWC's requested

6 pension expense "is based upon the funding requirement for the upcoming year based

7 upon the actuarial report of Towers Pemln." A copy of that actuarial report was provided

8 in response to RUCO 2-52.

9

10 Q- You mentioned FAS 87 as a measurement of pension expense. When was FAS 87

11 promulgated and adopted for accounting purposes?

12 FAS 87, Emplcyer's Accounting for Pensions, was published in December 1985. For

13 public companies, it was effective as required financial accounting for fiscal years

14 beginning after December 15, 1986, and earlier application was encouraged. This is not a

15 new accounting requirement. It has been applicable for financial accounting and repoiiing

16 purposes now for 23 years.

17

18 Q- Do AAWC and its parent company American Water Works apply FAS 87?

19 Yes. The American Water Works Company, Inc. ("A C") Securities and Exchange

20 Commission ("SEC") Font 10-K for the period ending 12/31/2008 at page 127 shows Net

21 periodic pension benefit cost for 2006, 2007 and 2008 of 835.011 million, 332329 million

22 and $32886 million, respectively.

23

A.

A.

A.
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1 Q. AAWC witness Broderick claims that AAWC uses an ERISA basis for pensions for

2 ratemaldng purposes. AAWC has also indicted in response to discovery that it  has

3 established a "regulatory asset" for differences between funding and FAS 87. What

4 has AAWC provided to support its claim that Arizona is an "ERISA state" for

5 pension and that AAWC has authorization to establish such a regulatory asset for

6 the districts at issue in the current rate case?

7 Not much. AAWC's responses to discovery in the current rate case indicate that the

8 Company is relying upon Decision No. 58419 for its justification for establishing a

9 pension "regulatory asset", however, Decision No. 58419 was issued in September 1993

10 for Paradise Valley Water and thus applied to Paradise Valley and not to other utilities

11 operating in Arizona that AAWC did not even own at that time. Moreover, Decision No.

12 58419 reflected a Staff adjustment in that case to reduce Paradise Valley's requested

13 pension expense by $17,320 for the differences between FAS 87 and funded pension

14 expense. At page 8, lines 9-16, that Decision stated that:

15

16

17

18

19
20

21

22

23

24

In its rebuttal testimony, the Company agreed to Staff's pro forma
adjustment on the condition that the Commission allow the Company to
establish and maintain a regulatory asset for SFAS 87 costs.

We agree that it is appropriate to exclude the $17,320 and that the
Company should establish a deferral account as a result of its
implementation of SFAS. 87, for possible recovery in a future rate
application.

In summary, $17,230 was excluded and Decision No. 58419 states that "the Company

25 should establish a deferral account as a result of its implementation of SFAS 87, for

26 possible recoverly in a future rate application." This says "possible" recovery, not

27 "probable" recovery,  which is often cited as one of the cr iter ia  for  establishing a

28

A.

regulatory asset under FAS 71. At page 8, Decision No. 58419 says that Paradise Valley
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1 should establish a "deferral account" not a "regulatory asset" account. To accountants,

2 there is a difference between a mere "deferral account" and a regulatory asset. Also, there

3 is nothing in the "Findings of Fact" on pages 19-21, or the "Order" provisions at pages 21-

4 23 of Decision No. 58419 that instruct Paradise Valley to establish a regulatory asset for

5 pension-based differences. In sum, AAWC's apparent heavy reliance upon Decision No.

6 58419 as authorizing a "regulatory asset" for pensions, even for Paradise Valley Water

7 Company, may have been misplaced.

8 Moreover, Decision No. 58419 applied only to Paradise Valley Water, not to other

9 water utility operations acquired by American Water after 1993.

10 The Company's response to RUCO 7-1(c) also states that "AAWC continues to

11 debit a regulatory asset for the on-going difference between pension accruals and

12 contributions." Yet, also according to the Company's response to RUCO 7-1(c), AAWC

13 has stated that the issue has not been revisited since the ACC's 1993 Decision No. 58419.

14 It could be irresponsible on the part of a utility to not raise the issue of recovery of a

15 substantially growing deferral amount in each subsequent rate case, especially when the

16 amount of cost deferral being recorded (perhaps without adequate authorization) as a

17 "regulatory asset" was growing over a hundred fold.

18 The Company's apparent failure to notify the Commission of a growing and now

19 apparently multi-million dollar sized pension "regulatory asset" that is now orders of

20 magnitude higher than the $17,230 amount that was specifically mentioned in Decision

21 No. 58419 and the Company's apparent failure to bring the pension "regulatory asset"

22 issue to the Commission's attention for deferral authorization subsequently to that 1993
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1 case may thus have created or contributed to accounting and regulatory problems for

2 AAWC .

3

4 Q. At pages 13-14 of his rebuttal testimony, AAWC witness Broderick requests that, if

5 the Commission decides to approve FAS 87 based pension expense in this case,

6 AAWC wants  to cha rge r a tepayer s  for  pr ior  dif fer ences  between FAS 87  and

7 ERISA, based on amounts that AAWC has deferred in accounts 186408 and 186422

8 over a five-year period. Should that AAWC request be adopted?

9 No. To date, other than citing Decision No. 58419, which did not authorize a regulatory

10 asset, and which applied to Paradise Valley, not to any of the districts at issue in the

11 current AAWC rate case, AAWC has provided nothing of reliable substance that would

12 justify charging ratepayers of any of the AAWC utilities in the current rate case for a

13 multi-million dollar pension "regulatory asset" that was apparently never clearly presented
\

14 by AAWC to the Commission or authorized by the Commission for the specific water and

15 wastewater utilities whose revenue requirements are at issue in the current AAWC rate

16 case. This request by AAWC for amortization of a pension "regulatory asset" should be

17 rejected. In addition to being inappropriate and apparently without proper Commission

18 authorization with respect to the deferral, such an amortization in the current case would

19 exacerbate even further the shockingly high pension expense increases that the Company

20 is requesting.

21

A.
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1 Q- At page 10 of his rebuttal,  Mr. Broderick states that: "The Company believes that

2 Mr. Smith has greatly exaggerated the 'management discretion' associated with

3 ERISA expense." Please respond.

4 Management has wide discretion when it comes to plan funding and plan design. As an

5 example, AWWC closed its pension plan for any employees hired on or after January 1,

6 2006. Union employees hired on or after January 1, 2001 had their accrued benefits frozen

7 and will be able to receive this benefit as a lump sum upon termination or retirement.

8 Union employees hired on or after January 1, 2001 and non-union employees hired after

9 January 1, 2006 are provide with a 5.25 percent of base pay defined contribution plan.

10 Additionally, as part of the RWE divestiture the management and shareholders could have

11 determined to leave the A C defined benefit pension plan in a fully funded status,

12 making it less vulnerable prospectively to investment declines.

13

14 Q. Has the parent company, AWWC, already put its shareholders on notice that the

15 disruption in the capital markets adversely affects the value of the investments held

16 within AWWC's employee benefit plans, and this can adversely affect AWWC's

17 results of operations, including shareholders' equity?

18 Yes. In A C's 2008 SEC Form 10-K (tiled 2/27/09) at page 28, investors have been

19 put on notice by AWWC that the:

20
21
22
23
24
25
26
27

A.

A.

The disruption in the capital markets and its actual or perceived effects on
particular businesses and the greater economy also adversely affects the value of
the investments held within the Company's employee benefit plan trusts.
Significant declines in the value of the investments held within the Company's
employee benefit plant trusts may require the Company to increase
contributions to those trusts in order to meet future funding requirements if
the actual asset returns do not recover these declines in value in the
foreseeable future. These trends may also adversely impact the Company's
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1

2

3

results of operations, net cash flows and financial positions, including our
shareholder 's equity.
(Emphasis supplied.)

4

5 Q- What else does the AWWC 2008 SEC Form 10-K state on page 28 with respect to the

6 impact the disruption of capital markets had on the value of its benefit plan assets?

7 It descry"bes how the poor investment market conditions can unfavorably impact the value

8 of AWWC's benefit plan assets, which could then require significant additional funding:

9

10

11

12

13

14

15

16

17

18

19
20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39
40

Market conditions may unfavorably impact the value of benefit plan assets
and liabilities which then could require significant additional funding.
The performance of the capital markets affects the values of the assets that are held
in trust to satisfy future obligations under the Company's pension and
postretirement benefit plans and could significantly impact our results of
operations and financial position. The Company has significant obligations in these
areas and the Company holds significant assets in these trusts. These assets are
subj et to market fluctuations, which may affect investment returns, which may
fall below the Company's projected return rates. A decline in the market value of
the pension and postretirement benefit plan assets, as was experienced in
2008, will increase the funding requirements under the Company's pension
and postretirement benefit plans if the actual asset returns do not recover
these declines in value. Additionally, the Company's pension and postretirement
benefit plan liabilities are sensitive to changes in interest rates. As interest rates
decrease, the liabilities increase, potentially increasing benefit expense and funding
requirements. Further, changes in demographics, including increased numbers of
retirements or changes in life expectancy assumptions may also increase the
funding requirements of the obligations related to the pension and other
postretirement benefit plans. Also, future increases in pension and other
postretirement costs as a result of reduced plan assets may not.be fully
recoverable from our customers, and our the results of operations and financial
position of the Company could be negatively affected.

A.

During 2008, the Company's unfunded status of its pension plan increased
significantly primarily due to lower than expected 2008 asset returns, which
are expected to result in increased benefit costs and required funding
contributions in future years. Based on current plan assets and expected future
asset returns, the Company currently estimates the increase to pension and
postretirement expense (net of capitalized amounts) in 2009 to be approximately
$32 million, pre-tax. It is the Company's intent to work with PUCe in the states in
which it operates to minimize the impact of such increases on its results of
operations. The Company currently expects to make pension and postretirement
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1

2

3

4

5

benefit contributions to the plan trusts of $125.9 million, $132.5 million, $124.7
million, $161.9 million and $123.2 million in 2009, 2010, 201 l, 2012 and 2013
respectively. Actual amounts contributed could change significantly from these
estimates
(Emphasis supplied.)

6

7 As indicated above, A C has already put its shareholders on notice that "increases in

8 pension and other postretirement costs as a result of reduced plan assets may not be

9 fully recoverable from our customers." This notice by the parent company, AWWC, to

10 its shareholders, is consistent with a ratemaking treatment that holds shareholders

11 responsible for extraordinarily high pension costs that have been caused by the capital

12 market disruptions and worldwide financial crisis.

13

14 Q~ Do you agree with AAWC witness Kiser's claim at page 14, lines 10-11, that "it is

15 essential that the Company recover its actual pension and OPEB expense"?

16 No. It is not essential that AAWC recover or that its ratepayers (many of whom are also

17 suffering from the economic disruptions) bear, an abnormal level of pension (or OPEB)

18 expense, especially when the level of pension expense being requested by the Company

19 has increased so significantly because of capital market disruptions and abnormally poor

20 investment market performance. What is essential is that the Commission balance the

21 interests of ratepayers and . shareholders, and, where necessary, hold shareholders

22 responsible for unusual and abnormal cost increases. AAWC's request for 2009 or even

23 an average of 2009 or 2010 pension expense should be rejected. There is no requirement

24

A.

that a utility like AAWC be allowed to recover "actual" expenses for pensions or other
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1 items when those expenses are at abnormal levels due to unprecedented capital market

2 disruptions and where the utility's requested amounts are for periods beyond the test year.

3

4 Q- Should AAWC's ra tepayers  be held responsible for  the impact  of the temporary

5 poor market conditions that caused a significant decline in the AWWC benefit plan

6 assets by having to pay pension expense that is abnormally high as a result of the

'7 disruption of capital markets and its impact on the value of its benefit plan assets?

8 No. Ratepayers should be responsible only for paying for a reasonable and normal

9 amount of pension expense. The large increases in AAWC's pension expense reflected in

10 AAWC's proposal to use post-test year amounts should be rejected. Ratepayers, who are

11 also suffering from the challenging economic conditions, should not be held responsible

12 for substantially increased pension expense that resulted from the disruption of capital

13 markets and its impact on the value of the A C benefit plan assets. It was the

14 Company's (and the parent company, A C,) management that designed the benefit

15 plan and utilizes discretion concerning the funding amount (A C has apparently

16 decided to fund only the minimum required amount), and thus which has exposed the

17 Company to the volatility in this expense that has been impacted by the disruption of

18 capital markets .

19

20 Q- What  does  the Company's  actua r ia l  r epor t  show for  the FAS 87 Pens ion Cost

21 amount and how does it compare with prior years?

22 The FAS 87 pension cost for January 1, 2009 for A C is listed on page MS-2 of the

23

A.

A.

report and is $81,116,478 The 2009 expense is much higher than in previous years as
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1 shown in the "History of Pension Cost" tables firm page MS-4 of the repo1"t, which are

2 reproduced for ease of reference below:

History of Pension Cost

3

4 The following table shows the relative dollar amounts in total and the percent of covered

5 pay:

History of Pension Cost

Fiscal
year

2009*

2008*

2007*

2006

2005

-Pension cost ..

Percent of
covered pay

26. 1 %

13.4

13.5
1 5 7

15. 5

Discount
rateAmount

8> 81 ,116,478

39,625,996

38,968,697

40,327,960

36,845,672

6.12%

6.27

5.90

5.65

6.00

* All values on or after 2007 reflect the merger of Elizabethtown Water Company Pension
Plan as of December 31, 2006,

6

7 As can be seen, the total cost for 2009 has more than doubled the cost of any of the prior

8 years, 2005 through 2008. Additionally, the cost as a "percent of covered pay" at 26.1

9 percent for 2009 is also almost double the 13.4 percent and 13.5 percent for the prior years
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1 2008 and 2007, respectively. As shown on page Sl-3 of the actual report, the dollar cost

2 per  act ive paNicipant  is  $16,626 for  fisca l 2009,  which is  more than double the

3 comparable amount of $7,842 for fiscal 2008 .

4

5 Q- Does the actuarial report show how the pension~cost under FAS 87 changed from

6 2008 to 2009?

7 Yes. This is shown at page MS-2, and summarized in the following table:

8

Change in Pension Cost and Overfunded (Underfunded) PBO

The pension cost increased from S39,625,996 in fiscal 2008 to S8l,116,478 in fiscal 2009 and the
underfunded PBO increased firm $(2.65, l35,065) on January 1, 2008 to 8(479,8I4,l0'7), as set forth
below:

Pension Cost
Funded

Position

S 39,625,996 $ (2e5,135,065)

(2,982,015) 42.493,168

Prior year

Change due to:

> Expected based on prior valuation

> Loss again) from noninvestmant
experience

> Loss (gain) from asset experience

> Assumption changes

> Plan amendments

Current year

1,762-793

37,809,962

4,899.74-2

0

8 81 ,116,478

(16,002,728 )

(209,099,734)

(32,069,l/48)

0

$ (479,814,107}
9

10 As can be seen, there was a loss on the assets of over $209 million which resulted in an

11 increase to the pension cost of approximately $37.8 million. Page MS-3 of the report lists

12 the following as "significant reasons" for the changes:

13

14

15

16

A.

• The return on the fair value of plan assets since the prior measurement date was less
than expected, which increased the underfunded PBO and increased pension cost.
The assumed rate of future salary increases was lowered by 25 basis points, which
decreased pension cost and decreased the underfunded PBO.



Surrebuttal Testimony of Ralph C. Smith
Docket Nos. W-01303A-09-0343 & SW-01303A-09-0343
Page 72

•

•

1

2

3

4

5

6

7

9

The overtime assumption for union participants and nonunion, nonexempt participants
was increased, which increased the underfunded PBO and decreased pension cost.
The discount rate for benefit obligations was changed from 6.27% to 6.l2%, which
increased pension cost and increased undergirded PBO.
Minor  losses from what was assumed for  plan demographics occurred,  which
increased pension cost and increased underfunded PBO.

8 As described on page SI-1 of the actuarial report, the plan experienced a rate of return of

9 negative 24.6 percent in 2008, and had an investment return of negative $160 million.

10 This compares with a negative investment return of $41 .9 million in 2007, which equated

11 to a negative retUrn of approximately 6.6 percent. A copy of that actuarial report was

12 included with my direct testimony in Attachment RCS-4.

13

14 Q- You mentioned that the return on the AWWC defined benefit pension plan assets

15 was a negative 24.6 percent in 2008, which contributed to the abnormally high

16 pension expense that  AAWC is seeldng.  Did the Company provide the return on

17 pension plan assets for 2009?

18 Yes. The Company's response to RUCO 2-95 states that, "the total return year-to-date

19 2009 is 20.34%."

20

21 Q. Does the actuarial report describe AAWC's funding policy for its defined benefit

22 pension plan?

23 Yes. This is discussed at page MS-6, as fellows: \l

24
25
26
27
28

A.

A.

American Water's funding policy is to contribute an amount equal to the
minimum required contribution under ERISA. American Water may
increase its contribution above the minimum if appropriate to its tax and
cash position and the plan's funded position. American Water makes plan
contributions each plan year in four installments, one in August, one in
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November, one in February, and one in May, which, in total, suffice to
cover the minimum funding requirement for the plan year, and, individually,
suffice to cover the quarterly requirements in October, January, April, and
July respectively of each plan year.

1

2

3

4

5

6

7

8

9

10

Plan year contributions were made in the amounts of $15,000,000 during
August of 2008, $15,000,000 during November of 2008, and $17,100,000
during February of 2009. Additionally, $17,100,000 is expected to be
funded during May of 2009.

11 Q- Are the funding contributions discretionary with management?

12 Yes. Within limits, the funding contributions for a defined benefit pension plan are

13 discretionary with A C management.

14

15 Q- \Vhat are the limits based upon"

16 The limits typically involve looking at three areas:

17 (1) the minimum required contribution under ERISA,

18 (2) the contribution needed to meet the roding target under the Pension Protection Act of

19 2006 ("pp"),  and

20 (3) the maximum tax deductible contribution.

21 The ERISA and PPA analysis is sometimes used to establish the minimum amount of

22 annual funding. Frequently, there can be an extremely wide range between some of these

23 measures. For example, as described in the actuarial report on pages MS-5 and MS-6, the

24 estimated maximum tax deductible contribution was $737.3 million and the minimum

25 funding requirement under the PPA was approximately $64.2 million. These figures for

26 the plan year beginning July l, 2008 are also shown on pages Sl-6 and SI-8, along with

27 comparative information from the prior year. The difference between the maximum tax

28

A.

A.

deductible contribution of $737.3 million and the minimum required contribution of $64.2
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1 million is over $673 million, and the amount to choose to cont"bute to the defined benefit

2 plan tnlst within this range is up to management discretion.

3

4 Q- What do you recommend for pension expense in the current case?

5 I recommend using a two-year average of the FAS 87 amounts for pension expense to

6 establish a normalized level for AAWC in the current case. The use of an average is

7 needed because the 2009 results are abnormally high and reflect a FAS 87 amount that

8 almost doubled the 2007 and 2008 experience, largely due to the poor investment returns

9 experienced by the A C pension trust in the latter part of 2008 and early 2009.

10

11 Q~ Is it widely accepted to use the FAS 87 amounts for establishing pension expense in

12 utility ratemaldng proceedings?

13 Based on my experience, yes it is. Regulatory commissions typically either base pension

14 expense upon the FAS 87 accruals, or use the cash funding contributions. Because the

15 range of potential cash funding contributions has become so wide in recent years, and is

16 subject to such a degree of management discretion, I believe it is better to base the

17 ratemaking allowance for pension expense on the FAS 87 results, normalized to remove

18 the abnormal results that affected the AWWC defined benefit plan for 2009.

19

20 Q- How does your recommendation for a normalized level of pension cost compare with

21 prior years, and with AAWC's request, in t erms  of  a  cos t  per  pa r t ic ipant  and

22 percent of covered pay?

23

A.

A.

A. These comparisons are presented in the following tables:



Pension Cost Per Active Participant and

As Percent of Covered Pay

Period
Per Active
Participant

Percent of
Covered Pay

Notes/
Source

Fiscal 2006 $ 8,836 16.70% ran
Fiscal 2007 $ 7,700 13.50% F21
Fiscal 2008 S 7,842 13.40% fa
Fiscal 2009 $ 16,626 26.10% Ia]
RUCO Normalized s 11,374 14.50% rb
AAWC Requested s 19,539 24.90% M
Notes/Source
[a] Per AWWC actuarial reports, May 2007 and March 2009
[b] RUCO adjustment, percent of covered pay estimated
[c] AAWC adjustment, percent of covered pay estimated
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1

2

3 Q- Has the parent company, AWWC, closed its defined benefit plan to new employees?

4 Yes. In general, employees hired or rehired after January l, 2006 are not eligible to

5 participate in the AWWC defined benefit pension plan.

6

7 Q- Did you describe in your direct testimony how closing or limiting participation in

8 defined benefit pension plans appears to be consistent with an overall trend?

9 Yes. For example, in my direct testimony I referenced a report issued in March 2009 by

1 0 the U.S. Government Accountability Office (GA0-09-291)24, which concluded, among

11 other things, that the number of private defined benefit (DB) pension plans has declined

1 2 substantially over the past two decades. For example, about 92,000 single-employer DB

13 plans existed in 1990, compared to just under 29,000 single-employer plans today.

1 4 Additionally, there is a widespread concern that large DB plans covering many

15 participants have modified, reduced, or otherwise frozen plan benefits in recent years.

A.

A.

23 Details of eligibility are described in the March 2009 actuarial report at page SI-23, including certain exceptions for
certain union groups.
z4 A copy of the complete GAO study can be obtained online at: http://www.gao.gov/new.items/d0929l .pd



Average Cost Per Active Participant

As Adjusted

AWWC
Defined

Benefit Plan

Defined

Contribute on

Pl an

Excess Cost
for Defined

Benefit

Percent
Excess for

DB Plan
RUCO Normalized $ 11,374 $ 2,628 $ 8,746 333%
AAWC Requested $ 19,539 $ 2,628 $ 16,911 643%
Source: Pension adj vestment workpaper
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1 The GAO's survey results also suggest that the long-time stability of larger DB plans is

2 now vulnerable to the broader trends of eroding retirement security, and noted that the

3 market turmoil recently experienced appears likely to exacerbate this trend.

4

5 Q- What type of pension plan does AWWC offer to employees hired after January 1,

6 2006?

7 The Company's pension expense workpaper states: "Beginning 1/1/06, the Company no

8 longer offers a Pension Plan to new hires. Instead, new hires get the Defined Contribution

9 Plan as a benefit.  The Company will contribute 5.25% of Base Pay into a Defined

1 0 Contribution Plan.so

11

1 2 Q . How does the cost of the Defined Contr ibution Plan compare with the cost of the

13 Defined Benefit plan'

1 4 The cost comparison is shown in the following table:

1 5

1 6 As can be seen, the defined benefit plan is substantially more costly on a "per active

17 participant" basis.

1 8

1 9 Q- Are you recommending any adjustment for the expense related to AAWC's Defined

20

A.

A.

Contribution Plan"



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fda

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adjustment $ (39,203) $ (92,636) $ (72,483) $ (25,187) $ (50,830) $ (280,339)
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1 No.

2

3 Q- Does RUCO Adjustment C-5 cover pension costs that are charged to AAWC from

4 affiliated companies via the Management Fee'

5 No. RUCO Adjustment C-5 addresses the amount of normalized pension expense for

6 AAWC employees. There are signs/icant additional charges to AAWC from the affiliated

7 Management Fee which include charges for pensions as well as numerous other expenses.

8 The affiliated charges to AAWC from the Management Fee, including the affiliated

9 charges for pensions, are addressed in a subsequent section of my testimony.

1 0

1 1 Q- What specific adjustment do you recommend?

1 2 I recommend an adjustment to decrease the Company's requested amount of pension

13 expense by $280,339 as shown on Attachment RCS-6 and RCS-7, Schedule C-5. The

1 4 amount of pension expense requested by AAWC for each district should be reduced by the

15 amounts listed belowl

Summary of Adjustments to Pension Expense

1 6

17

18 Q~ Please explain the calculations on Schedule C-5.

19 The Company provided actual AAWC recorded pension expense for prior years in

20 response to RUCO 2-60. I have used the average of 2007 through 2008 as the basis for a

2 1

A.

A.

A.

A.

normalize'5" ion expense.a1Lgwance. I have replaced the $2,090,643 abnormally high
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1 2009 result that AAWC used with the $1,318,892 normalized amount, and ran this

2 through the Company's detailed Excel file [AZ 2008 Labor Pension Adjustment.x1s] to

3 derive an adjustment to decrease the Company's requested pension expense by $280,339

4 for all of the districts in the current case combined. Schedule C-5 shows the amount of

5 adjustment for each of the five districts in this proceeding. Schedule C-5. 1, which consists

6 of two pages, reflects the results from using the recommended allowable level, based on

7 the three-year average to determine the normalized amount.

8

9 Q- Have you modified this recommendation as the result of AAWC's rebuttal

10 testimony?

11 No. Instead of modifying its large pension increase that was reflected in its direct tiling,

12 AAWC's rebuttal testimony attempts to increase pension expense even more. At page 16

13 of AAWC witness Kiser 's rebuttal testimony AAWC attempts to increase pension

14 expense by an additional $72,296 for the five districts for affiliated pension expense. I

15 comment briefly on this AAWC proposal in conjunction with Adjustment C-12, discussed

16 below in my surrebutta] testimony.

17

18

19

Company's Request to Defer Pension Expense

Q. AAWC witness Broderick's rebuttal testimony at page 13 cites a request made by

20 AAWC for approval to defer $1.723 million in 2009 pension expense and to continue

21 such deferral through December 31, 2013. Should such a deferral be permitted?

22 No). This AAWC request is apparently pending in another Docket (09-0241); however,

23

A.

A.

this is directly related to a major issue in the current AAWC rate case -- determining a
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1 reasonable and normal allowance for pension expense for ratemaking purposes. The

2 Company's position that it should be allowed to charge ratepayers for every dollar of its

3
25 . . .

"actual" or "exact" pension expense, even when such expense is abnormally hlgh as the

4 result of unprecedented capital market disruptions, should be rejected. No deferrals of

5 2009 pension expense should be permitted. The Company's requested double-digit rate

6 increases are bad enough without placing additional burdens on ratepayers to pay

7 additional amounts in subsequent AAWC rate cases for deferrals of abnormally high 2009

8 pension expense. The Company's request for single issue ratemaking via "a balancing

9 account feature" for "exact" recovery of pension expense in periods not corresponding to a

10 rate case test year should be rejected.

11

12

13

14

Company's Request to Charge Ratepayers for an Amortization of a Pension "Regulatory

Asset"

Q. Please address the requests made at pages 13-15 of AAWC witness Broderick's

15 rebuttal testimony for additional charges to ratepayers for amortization and rate

16 base inclusion of differences that AAWC deferred on its books for the difference

17 between FAS 87 and ERISA-funded amounts for pensions.

18 At pages 13-15 of his rebuttal testimony A_AWC witness Broderick requests that AAWC

19 be allowed to charge ratepayers for deferrals AAWC has recorded on its books in

20 Accounts 186408 and 186422, which he states total $746,347 and $1,050,173 as of

21 February 28, 2010, and for a five-year amortization of such amounts (which AAWC

22 apparently wants to update even further beyond the 2008 test year), and for inclusion in

A.

25 See, Ag., Broderick rebuttal, page 13, lines 8-9 "the Company would only recover its exact pension expense" and
l l "it is only seeking to recover its exact pension expense."
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1 rate base of the unamortized balances. There are several problems and concerns with

2 regard to this AAWC request. First, AAWC has not demonstrated that it ever requested or

3 received Commission authorization to record such deferrals for any of the districts at issue

4 in the current A.AWC rate case. The only thing AAWC has been able to point to as

5 potentially authorizing a deferral is Decision No. 58419, which only addressed a minimal

6 deferral for Paradise Valley. I discussed that Decision above.

7 Additionally, there is an element of retroactive ratemaking in AAWC's proposal.

8 For AAWC to have assumed that it could defer differences between FAS 87 and ERISA

9 without obtaining specific Commission authorization for such deferrals is questionable at

10 best. If the deferrals that AAWC recorded were not specifically authorized by the

11 Commission, the amounts should be written off. From the documentation provided to date

12 by AAWC, it appears the Company has not cited adequate authorization for such deferrals

13 for the districts in the current AAWC rate case, and it was therefore questionable at best

14 for such amounts to have been deferred on AAWC's books. As noted above, FAS 87 has

15 been in existence for over 20 years.

16 Finally, the total amount of pension expense being included in rates should be

17 reviewed for reasonableness and adjusted to a reasonable and normal level. AAWC's

18 initially tiled request, which was based on a 2009 amount that had been impacted by

19 unprecedented disruptions in the capital markets, is too high and is based on abnormal

20 conditions, and should therefore be adjusted downward using a historical average as I

21 have recommended. Loading additional pension expenses into the 2008 test year based on

22 questionable prior deferrals, and inclusion of such deferral balances in rate base as

23 requested by AAWC is not appropriate and should be raj ected.
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1

2

3

Normalized Other Post Emplovment Benefits Expense (All Districts)
What amount of Other Post Employment Benefits ("OPEB") expense has AAWC

4 used?

5 As shown on Company Exhibit SLH-14, AAWC has used an OPEB expense of $95,763,

6 before allocation among AAWCdistnlcts and reduced it by a capitalization rate of 18.3

7 percent, to derive its proposed expense of $78,238.

8

9 Q - How does the $95,763 pro forma amount used by A.AWC for OPEBs compare with

1 0 the actual recorded expense in recent years?

11 It is significantly higher than any amount for the last five years, 2004-2008, as shown in

1 2 the following table:

Comparison of Annual OPEB Amounts

Amount By Amount PercentYear
Actual Recorded:

2004
2005
2006
2007
2008

Averages:
2004-2008
2006-2008
2007-2008

$
$
$
$
$

73,823 la]
63,196 [H]
74,032 [H]
62,603 la]
75,723 [al

$

$

$

$

$

21,940
32,567
21,731
33,160
20,040

29.7%
51 .5%
29.4%
53.0%
26.5%

$

$

$

69,875
70,786
69,163

$

$

S

25,888
24,977
26,600

37.0%
35.3%
38.5%

AAWC Requested
RUCO Normalized

s
$

95,763 lb]
69,163 [c]

13

Notes and Source
[a] Annual recorded amounts from response to RUCO 2-60
[b] Company's requested amount is from AAWC Exhibit SLH-14
[c] Based on two-year average, 2007-2008

1 4

A.

A.



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fda

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adj vestment $ (2,033) $ (2,650) $ (2,682) $ (1,638) $ (1,386) $ (10,389)
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1 Q. Please explain RUCO Adjustment C-6.

2 This adjustment is shown on Schedule C-6 of Attachments RCS-6 and RCS-7 for water

3 and wastewater districts, respectively. This adjustment normalizes the OPEB expense,

4 using an average of 2007-2008 as the basis for deriving a normal level for ratemaking
r

5 purposes. This adjustment reduces the $95,763 amount used by AAWC to $69,163,

6 before capitalization, and reduces the OPEB expense from $78,238 to $56,529, after

7 capitalization. The adjustment for each of the dist1*1lcts by the amounts is shown on

8 Schedule C-6 of Attachments RCS-6 and RCS-7. For all of the districts included in the

9 current rate case filing, the adjustment decreases OPEB expense by $10,389. The

1 0 reduction to each district is shown in the following table:

Surmnaw of Adjustments to OPEB Expense

11

1 2

13 Q- Have you adjusted this adjustment based on AAWC's rebuttal testimony?

1 4 No. This adjustment is appropriate to provide for a reasonable amount of OPEB expense.

15 While not nearly as egregious as the pension expense situation discussed above, AAWC's

1 6 request for OPEB expense is also based on 2009 information (i.e., is beyond the 2008 test

17 year) and was apparently also impacted by the abnormal investment market conditions. A

18 downward adjustment of $10,389 to AAWC's request for OPEB expense is therefore

1 9 appropriate.

20

A.

A.



Dishict
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adj vestment (3,250)s $ (4,237) $ (4,289) $ (2,620) (2,216)$ s (16,612)
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1

2

Donations, Membership Dues, Advertising and Miscellaneous (All Districts)

Please explain RUCO Adjustment C-7.

3 This adjustment removes expenses for donations, membership dues, certain advellising

4 expense, and miscellaneous expenses. These costs, which were identified from A C's

5 response to RUCO 2-43, are discretionary and not needed for the provision of safe and

6 reliable utility service. The adjustment to remove expenses not typically recovered from

7 customers in the current rate case is shown on Attachment RCS-6, Schedule C-7, and

8 summarized in the following table:

Surnmarv of Adjustments to Dues. Donations & Misc. Expense

9

1 0

11 Q- Has this adjustment been revised for anything in AAWC's rebuttal testimony?

12 A. No.

13

1 4 Q . Has AAWC accepted this adjustment?

15 Yes. AAWC witness Kiser's rebuttal testimony at page 11 indicated that AAWC has

16 accepted this adjustment.

17

18

1 9

Tank Maintenance Reserve Fund Accrual (Sun Citv Water and Anthem Water)
What has AAWC requested for a Tank Maintenance Reserve Fund Accrual?

20 AAWC is requesting an additional expense for Sun City Water of $445,000 annually for a

2 1

A.

A.

A.

Tank Maintenance Reserve Fund Accrual, as shown on Company Schedule C-2, page 29.
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1 In Mr. Broderick's' rebuttal testimony at page 10, AAWC is now apparently also

2 requesting that a tank painting and inspections deferral be approved for Anthem Water

3 District.

4

5 Q- What is a Reserve Fund Accrual?

6 A Reserve Fund Accrual typically involves charging (increasing) an Expense and

7 crediting (increasing) a Liability (or Accrued Reserve) account. It essentially charges an

8 expense before the expense is incurred. The accumulated expense accruals are recorded in

9 the Liability (or Reserve) account, which would thus represent an additional source of

10 ratepayer-provided cost~free capital to the utility. When actual expenses are paid, the

11 Liability (or Reserve) account would be reduced.

12

13 Q- How is a Reserve Fund Accrual different from recording expenses as they are

14 incurred?

15 Recording expenses as they are incurred typically invclves crediting Cash or Accounts

16 Payable and debiting (charging) an Expense when a cost is actually incurred. In contrast,

17 charges to expense for a Reserve Accrual records the expense before it is incurred. The

18 use of a Reserve Accrual essentially results in ratepayers pre-paying for the expense.

19 Also, because of the operation of the Reserve account, this also contains undesirable

20 elements of sing1e~issue ratemaking, where a specific expense item, in this case Tank

21 Painting, is singled out from all of the utility's other expenses, and essentially gets tracked

22 (in the Accrued Reserve Account) for dollar-for-dollar recovery. As such, unless there is

23

A.

A.

a very compelling reason for establishing a Reserve Fund Aocnlal, this single-issue
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1 approach to utility regulation is undesirable, and has the impact of shifting responsibility

2 of fluctuations in the expense between rate cases away from the utility and onto

3 ratepayers. AAWC's Reserve Accural embodies these undesirable features and requires

4 ratepayers to pre-pay for expenses before they are incurred by the utility. That AAWC

5 proposal should therefore be rejected.

6

7 1. Sloan City Water Tank Maintenance Reserve Fund Accrual

8 Q- Why should AAWC's requested Tank Maintenance Reserve Fund Accrual for Sun

9 City Water be rejected?

10 A. AAWC's tank painting reserve for Sun City Water would have ratepayers paying for tank

11 painting before the money is expended on tank painting. There is no need for ratepayers

12 to pre-fund tank painting expense.

13 Additionally, with the large percentage rate increases being requested by AAWC

14 and the poor economy, this seems like a particularly bad time to start forcing ratepayers to

15 pre-pay for expenses that the utility has not yet incurred.

16 Establishing ratepayer pre-funding for aReserve account also has elements of

17 single issue ratemaking. There is no compelling need to single out tank painting expense

18 for special ratemaking treatment. A normalized allowance for tank paining expense can

19 be reflected in rates based on an average of recent actual experience through the test year,

20 if the test year amount itself were to be viewed as being abnormal. Establishing a

21 Reserve, on the other hand, would remove incentives to control the expense between rate

22 cases, and would virtually guarantee dollar for dollar recovery by the utility of such

23 exp enditures .
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1 Moreover, there is not much, if any, difference in the Tank Maintenance Reserve

2 Fund Accrual that AAWC is requesting in the current rate case and the one recently

3 proposed by AAWC in its last rate case, which was rejected by the Commission. The

4 Commission recently rejected a similar proposal by AAWC in Docket Nos. W-01303A-

5 08-0227 et al. which would apparently have applied for all of the water districts for which

6 AAWC had sought rate increases in that case.

7

8 Q. Please discuss the "Tank Maintenance Reserve" issue from Docket Nos. W-01303A-

9 08-0227 et al.

10 A. Decision No. 71410 discusses this issue at pages 36-37. At page 36, Decision No. 71410

11 describes the AAWC proposal as follows:

12
13

14

15

16
17

18
19

20

The Company proposed a reserve for water tank maintenance expense
which would provide an annual allowance for tank maintenance costs in
operating expenses. Under the Company's proposal, the funds collected
through rates would be recorded in a deferred liability account labeled
Reserve for Tank Maintenance, and the Reserve for Tank Maintenance
account would be charged as tank maintenance expenses are incurred,
reducing the balance of funds reserved.

RUCO had not opposed that AAWC adjustment in that docket, but Staff did. The

21 Commission concluded at page 37 of Deoision No. 71410 concerning this as follows:

22
23
24
25
26
27
28
29
30
31

we do not believe that it is necessary or reasonable to adopt the
Company's proposal for advance funding of a Reserve for Tank
Maintenance at this time. Because the tank maintenance expense reserve
account balance proposed by the Company is not based on known and
measureable Company expenditures, we find the normalization of tank
maintenance expenses proposed by Staff, which is based on a three year
average of expenses for each district, to be the more reasonable alternative.
Staffs nonnalization adjustment will therefore be adopted for each of the
six water districts.
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1 In summary, A.AWC's proposed Reserve accrual was rejected, and the Commission

2 adopted a nonrxalized amount based on a three-year average, as had been proposed by

3 Staff

4

5 Q- Is the $445,000 annual reserve addition proposed by the Company as the amount of

6 test year Tank Maintenance Reserve Accrual Expense for Sun City Water based on

7 known and measurable expenses?

8 A. No. It is orders of magnitude higher than Sun City's actual test year expenditures. Per

9 AAWC's Schedule C-2, page 29, line 15, the test year TankMaintenance Expense for Sun

10 City Water was $29,062.

11 Additionally, RUCO 2-91(d) (dated 12/21/2009) asked AAWC to:

12

13

14

15

"Provide the Company's actual tank painting expense, by district, by year,
for the ten-year period through 2009. Also indicate which specific tanks
were painted in each year, and the cost of painting each tank."

16 AAWC's response to RUCO 2-9l(d) stated in full: "Please see the attachment labeled

17 "RUCO 2-91d Tank Painting Expenditures.x1s" for maintenance detail by district.

18 Invoices are also included in this file." The response only included information for the

19 2008 test year, and not for the ten-year period through 2009 as had been requested.

20 RUCO has notified the Company about its deficient response, however, as of the time of

21 this writing, the Company has not supplemented its initial response to RUCO 2-91(d) to

22 provide the requested information,

23

24 Q- Please explain RUC() adjustment C-8.
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1 This adjustment is shown on Attachment RCS-6, Schedule C-8 and removes the $445,000

2 additional pro forma accrual that AAWC seeks for Sun City Water to fund a Tank

3 Maintenance Reserve. The Company seeks to collect from ratepayers in advance for tank

4 maintenance. This Company request should be rejected because the tank maintenance

5 expense reserve account balance proposed by the Company is not based on known and

6 measureable Company expenditures and it is not necessary or reasonable to adopt the

7 Company's proposal for advance funding of a Reserve for Tank Maintenance at this time.

8 As noted above, a similar AAWC proposal was opposed by Staff and rejected by the

9 Commission in Decision No. 71410.

10 2. Anthem Water Tank Maintenance Reserve Fund Accrual

11 Q. Should aReserve Fund Accrual be authorized for Anthem Water at this time?

12 In Mr. Broderick's rebuttal testimony at page 10, AAWC is now apparently also

13 requesting that a tank painting and inspections deferral be approved for Anthem Water

14 Distnlct. As noted above, such Reserve Fund Accruals require pre-payment by ratepayers

15 of expenses before they are incurred by the utility, and have undesirable features

16 associated with single-issue ratemaking. Additionally, AAWC has not demonstrated that a

17 Tank Maintenance Reserve Fund Accrual is necessary, reasonable or appropriate for

18 Anthem Water at this time. Consequently, I recommend that AAWC's rebuttal filing

19 request for authorization for a Reserve Fund Accrual for Anthem Water be rejected.

20

21
22

A.

A.

Q-
Ajyiliated Management Fees (All Districts)
Please briefly describe the Management Fees that AAWC incurs from affiliates.



AAWC
Adj. Description

Increase

(Decrease)

MHK-3 Increase labor by 4% and benefits by 22% $ 364,586
MI-IK-4 Increase "Other" by 4% $ 81,530
MHK-5 Remove costs for corporate divestiture and non-

recumng prob acts $ (88,188)
Net Increase to Test Year Recorded Amount of
Affiliate Management Fees $ 357,928
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1 A considerable amount of AAWC's expenses come from affiliated company Management

2 Fee charges. For the 2008 test year, AAWC recorded affiliated Management Fees charged

3 to O&M expenses of approximately $11.62 million, per the Company's response to

4 RUCO 4-1. In addition, AAWC's original filing requested pro forma increases to this

5 expense of approximately $358,000.

6

7 Q - What pro forma adjustments did AAWC make to the affiliated Management Fees?

8 AAWC made three pro forma adjustments to increase the net amount of affiliated

9 Management Fee expense above the amount recorded in the 2008 test year for the five

10 districts by approximately $358,000 as summarized below:

AAWC Affiliate Management Fee Pro Fortas

11

1 2

13 Q- How have you adjusted AAWC's request for Affiliate Management Fees?

1 4 I have adjusted the affiliated Management Fees requested by AAWC in the following

15 manner;

1 6 • In my direct testimony I had allowed the 4 percent affiliated Service Company pay

17 increase that AAWC represents occurred in March 2009. Based on Commissioner

18 interest in the recent open meeting in a UNS Gas rate case concerning utility post-

19

A.

A.

A.

test year pay increases, and RUCO's own re-evaluation of this issue in view of the
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1 economic circumstances, RUCO has requested that I remove firm test year

2 operating expenses the affiliated Service Company's post test year pay increase. I

3 have removed this affiliate post test year pay increase in Adjustment C-9A.

4 • I accepted A,AWC's adjustment to remove one-time charges associated with

5 corporate divestiture and non-recurring projects .

6 • I reversed AAWC's proposed 4 percent pro forma increase for "Other Expense"

7 (Adjustment c-9).

8 • I removed AAWC's proposed 22 percent increase in employee benefits, which

9 includes a one-year 72.92 percent increase for pensions and a 26.34 percent

10 increase for OPEB, and assumed 4 percent increases for a number of other items,

11 including state and federal unemployment taxes (Adjustment C-10) -

12 • I removed all incentive compensation expense included in the Management Fees

13 (Adjustment C-11).

14 • I adjusted the 2008 recorded pension amount to a normalized amount based on a

15 two-year average of 2007-2008 (Adjustment C-12).

16 • I adjusted the 2008 recorded OPEB amount to a normalized amount based on a

17 two-year average of 2007-2008 (Adjustment C-13).

18 • I removed the cost for the A SC "Business Development" function

4 19 (Adjustment C-14) .

20 Each of these adjustments is discussed in a subsequent section of my surrebuttal

21 testimony.

22
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1 Q- Has AAWC agreed to some of your recommended adjustments to affiliated

2 Management Fee expense?

3 AAWC witness Kiser's rebuttal testimony at page 11 indicates AAWC has accepted these

4 adjustments to the affiliated Management Fee expenses:

5 o C-7, Dues and Donations

6 o C-9, Remove 4% Increase to "Other Expense"

7 o C-14, Remove Business Development Expense

8 AAWC is disputing these items:

9 o C-10, Remove 22.22% Post Test Year Increase for Affiliate Employee Benefits

10 o C-11, Affiliate Management Fees - Remove Affiliate Incentive Compensation

11 Expense

12 o C-12, Affiliate Management Fees -. Normalize Affiliate Pension Expense

13 o C-13, Affiliate Management Fees - Normalize Affiliate OPEB Expense

14 I will address these affiliated Management Fee expense adjustments, focusing on the items

15 that AAWC is disputing. In doing so, please note that I have already addressed, to some

16 extent, affiliate incentive compensation, pension and OPEB issues above, in my

17 surrebuttal testimony when discussing these issues in the context of AAWC direct

18 expenses. Some of the same concerns that apply to AAWC's direct expenses for these

19 items also apply to the affiliated Management Fee charges for such items.

20

21

22

A.

Affiliate Management Fees - Remove 4% Increase to "Other Expense"
Please summarize your recommended adjustment.



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fri a

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adj vestment $ (15,954) $ (20,793) S (21,050) s (12,855) $ (10,878) $ (81,530
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1 This adjustment removes AAWC's requested post-test year increase to Affiliate

2 Management Fees of 4 percent for "Other Expense". Expense for the five distn'cts is

3 reduced by $81,530 as shown on Schedule C-9 and summarized on the table below.

Summarv of Adiustments to Management Fees - Other Expenses

4

5 AAWC's rebuttal agreed with this adjustment.

6

7

8

C-9A Affiliate Management Fees .-. Remove 4% March 2009 Pav Increase
Q. Please summarize your recommended adjustment.

1 '

9 This adjustment is shown on Attachment RCS-6 and RCS-7, Schedule C. 1, as Adjustment

1 0 C-9A. It reduces AAWC's requested expense to remove a 4 percent pay increase that

11 AAWC represents occurred in March 2009 for affiliated Service Company employees. As

1 2 described above, in the past RUCO has agreed to post test year wage increases that took

13 place shortly after the end of the test year. RUCO also believes generally that the

1 4 consistent application of regulation is good public policy and provides for a stable

1 5 regulatory environment. However, given the economic situation, Arizona's high

1 6 unemployment and foreclosure rate, the size of the increases being requested in the instant

1 7 case by AAWC, and the interest shown by Commissioners in the recent open meeting

1 8 concerning a rate increase by UNS Gas, (Docket No. G-04024A-08-0571) RUCO has

1 9 reconsidered its position on this issue and has requested that I remove this post test year

20 wage increase. This adjustment reduces AAWC's requested operating expenses for the

2 1

A.

A.

six districts by $89,678. The amounts for each district are shown below:



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adj vestment $ (17,548) $ (22,879 $ (23,154) $ (14,140) $ (11,965) $ (89,678)
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Summarv of Adjustments to Management Fees - Remove 4% Post-Test Year Wage Increase

1

2.

3 C-10 Affiliate Management Fees -- Remove 22.22% Post Test Year Increase for Affiliate

4 Emplovee Benefits

Q, Are you malting any changes to Adjustment C-10 as a result of AAWC's rebuttal?5

6 No. AAWC witness Kiser's rebuttal at page 12, lines 8-10, acknowledges that a 22.2

7 percent increase is "larger-than-typical" but he nevertheless claims it should be borne by
0

8 ratepayers because it "was driven by the increase in the known and measurable pension

9 funding obligation under ERISA requirements for 2009." He thus attempts to impose a

1 0 "larger-than-typical" increase on the test year based on 2009 ERISA funding amounts. As

1 1 Shave explained above, in conjunction with Adjustment C-5, 2009 was a highly abnonnal

1 2 year for pension expense. Moreover, the parent company, AWWC, has put shareholders

13 on notice via statements in its SEC Form 10-K, that:

1 4

15

1 6

17

18

1 9

2 0
2 1

2 2

23

2 4

25

A.

The disruption in the capital markets and its actual or perceived effects on
particular businesses and the greater economy also adversely affects the value of
the investments held within the Company's employee benefit plan trusts.
Significant declines in the value of the investments held within the Company's
employee benefit plant trusts may require the Company to increase
contributions to those trusts in order to meet future funding requirements if
the actual asset returns do not recover these declines in value in the
foreseeable future. These trends may also adversely impact the Company's
results of operations, net cash flows and financial positions, including our
shareholder's equity.
(Emphasis supplied.)
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1 AWWC has already put its shareholders on notice, per page 28 of AWWC's SEC

2 Font 10-K, that "increases in pension and other postretirement costs as a result of

3 reduced plan assets may not be fully recoverable from our customers."

4 I disagree with Mr. Kiser's position stated at page 12, lines 16-18 that "Arizona-

5 American must recover all of its known and measureable pension expense, especially

6 pension expense related to the Service Company, in order for it to recover its cost of

7 service." I disagree with this AAWC position because the function of raternaking is not to

8 guarantee that a utility can collect from ratepayers all of its expenses, including expenses

9 that are unusually high during periods outside of a test year because of unprecedented

10 market conditions. Rather, a reasonable and normal amount of expenses should be

11 allowed. AAWC's 2009 pension expense, including the Service Company po1"tion that is

12 charged to AAWC through the afNhated Management Fee, is abnormally high in

13 comparison with historical levels of such expense, and the reason it is abnormally high is

14 due to unusual and perhaps unprecedented investment market conditions that were

15 experienced. Such market conditions have alleviated somewhat, as evidenced by the

16 negative pension plan asset retain achieved by AWWC in 2008 versus the relatively

17 robust return achieved in 2009. Basing rates on a 2009 amount of pension expense for

18 AAWC directly or for the affiliated Service Company, as AWWC has requested, should

19 be rejected.

20 Removing AAWC's requested 22.2 percent post test year increase for Service

21 Company benefit costs is thus a necessary adjustment, and should be adopted. This

22 adjustment removes AAWC's requested post~test year increase to Affiliate Management

23 Fees for a 22.22 percent increase in affiliate employee benefit costs. The Company has



Post Test Year Percentage Increases
In Affiliate Employee Benefits
Requested by AAWC

Account

Percent

Increase

Over 2008

504100 Group Insurance 0.00%
505100 PBOP 26.34%
506100 Pension 72.92%
507100 401k 4.00%
508100 EIP 4.00%
508101DCP 4.00%
508200 ESPP Over AG 4.00%
685320 FUTA 4.00%
685325 FICA 4.00%
685350 SUTA 4.00%
Affiliate Employee Benefits
Weighted Average Increase 22.22%

District
Anthem
Water

Sun City
Water

Anthem/
Agua Fda

Wastewater
Sun City

Wastewater

Sun City West
Wastewater Total

Adjustment $ (53,795) 39 (70,111) $ (70,978) $ (43,347) $ (36,678) $ (274,909

Surrebuttal Testimony of Ralph C. Smith
Docket Nos. W-01303A-09~0343 & SW-01303A-09-0343
Page 95

1 requested percentage increases in affiliate employee benefits expense and payroll taxes as

2 follows :

3

4 The affiliate expenses for pensions and OPEB (PBOP) are being addressed below, by

5 adjusting the 2008 test year recorded amount to a normalized amount, based on a three-

6 year average of 2006-2008. AAWC has failed to substantiate that the other expense, such

7 as affiliate federal and state unemployment taxes and other benefits should be increased

8 beyond the test year recorded level. Expense for the five distdcts is reduced by $274,909

9 as shown on Schedule C-10, summarized on the table below.

10

Summary of Adiustments to Management Fees - Affiliate Employee Benefits

11

12

13



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fda

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adjustment $ (50,261) $ (65,506) $ (66,317) $ (40,500) (34,269)$ $ (256,853)
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1

2

C-11 Affiliate Management Fees .- Remove Affiliate Incentive Compensation Expense
Q. Have you revised Adjustment C-11 as a result of AAWC's rebuttal testimony?

3 No. This adjustment removes all identifiable incentive compensation expense included in

4 the affiliate Management Fees for the 2008 test year. Expense for the five districts is

5 reduced by $256,853 as shown on Schedule C-11 and summarized on the schedule below.

.Summary of Adjustments to Management Fees - Affiliate Incentive Compensation

6

7

8 Q . Why should 100 percent of the affiliate incentive compensation expense be removed

9 in the current AAWC rate case, when only 30 percent was removed in two recent

1 0 AAWC rate cases?

1 1 A 30 percent disallowance for incentive compensation was used for AAWC employees

1 2 and for allocated Service Company incentive compensation in recent prior AAWC rate

13 cases, including Decision Nos. 71410 and 68858. This was apparently done because the

1 4 parties to those prior cases, which included AAWC, Staff and RUCO, did not attempt to

15 distinguish the source of the financial trigger leading to the payment of incentive

1 6 compensation, and apparently made no distinction between incentive compensation for

17 AAWC's own employees, and the incentive compensation expense charged to AAWC for

18 affiliated Service Company employees as part of the Management Fee.

1 9 The AlP plan indicates that, in 2008, more than 85% of the operating income

20 target for the entire Company (meaning the parent, AWWC) had to be achieved before

21

A.

A.

incentive compensation was awarded based on the corporate financial component of the
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1 Plan, although such an award could be made on the Divisional/Regional and State

2 financial components if operating income exceeded 85% of the target. In addition, more

3 than 75% of the Corporate operating income target had to be achieved in order for any

4 payments to be made on any components of the Plan for the entire Company.

5 Consequently, I believe it is reasonable and appropriate to exclude 100 percent of the

6 incentive compensation expense that is charged to AAWC for affiliated Service Company

7 employees as part of the American Water Works Management Fee charges. American

8 Water Works' corporate financial income is only moderately influenced by AAWC

9 operating results and is heavily influenced by non-Arizona jurisdictional operations, and is

10 also impacted by American Water Works' non-regulated operations .

11 Additionally, as described above, in conjunction with my discussion of Adjustment

12 C-3, Karla O. Teasley, the President of Illinois-American Water Company has

13 acknowledged in public testimony that her water utility (which is an affiliate of AAWC)

14

15

has been denied recovery of incentive compensation expense by the regulatory authority

in that jurisdiction due to the presence of a parent company financial trigger."

16 Additionally, in a recent decision, the West Virginia Commission (while allowing utility

17 direct incentive compensation expense) disallowed affiliate incentive compensation

18 expense (as well as merit increases for utility employees) because such expenses were

19 detennined to be unreasonable during periods of economic hardship and high

20 unemployment, and consequently were deemed to not meet a prudence test given the

21
. . . . . 27recent financial comMons and economic turmoll.

26 See excerpt from her testimony in ICC Docket 09~0319, included in Attachment RCS-8.
27 Excerpts from an Order dated November 30, 2009, of the West Virginia Commission in a rate case decision
involving Dominion Hope Gas are also included in Attachment RCS-8.
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1 A disallowance of 100 percent of the incentive compensation for the affiliated

2 Service Company employees who charge AAWC via the Management Fee is appropriate

3 because the award to Service Company employees is dependent upon A C corporate

4 operating income and corporate financial targets. It is inappropriate to charge AAWC

5 ratepayers for affiliate incentive compensation dirt is premised on a parent company

6 financial trigger. The A C corporate operating income and corporate financial results

7 are influenced by operating income of non-jurisdictional and non-regulated operations of

8 American Water Works. Arizona ratepayers should not have to pay for incentive

9 compensation that is tied to American Water Works corporate or non-jurisdictional and

10 non-regulated income or on non-Arizona jurisdictional operations or non-regulated

11 operations-based financial achievements.

12

13

14

C-12 Affiliate Management Fees - Normalize Affiliate Pension Expense
Q, Are you modifying Adjustment C-12 as a result of AAWC's rebuttal?

15 No. This adjustment normalizes the amount of affiliate pension expense that was included

16 in the Management Fee charges to AAWC for the 2008 test year. The affiliate employees

17 participate in the same AWWC pension plan (subject to eligibility restrictions) as do

18 AAWC employees. Similar to the adjustment for the pension expense for AAWC,

19 discussed above in conjunction with Adjustment C-5, I have provided for a normalized

20 expense based on a two-year average of 2007-2008. Expense for the five districts is

21

A.

reduced by $4,257 as shown on Schedule C-12, summarized en the table below.



Distl'llct

Anthem
Water

Sun City
Water

Anthem/
Agua Fda

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adj vestment (833)$ $ (1,086) $ (1,099) $ (671) $ (568) (4,257)$

District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adj vestment (1,410)$ $ (1,838) $ (1,860) $ (1,136) $ (961) $ (7,206)
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Summary of Adjustments to Management Fees - Affiliate Pension Expense

1

2

3 Q- Do you have any other comments on pension expense?

4 Yes. This adjustment is not very large. The most important issues concerning pension

5 expense for AAWC direct employees and for Service Company allocated costs for

6 pension expense involve the removal of the abnormally high 2009 amounts that AAWC

7 has requested, which are addressed, along with other issues relating to pension expense in

8 my surrebuttal testimony above, in conjunction with Adjustments C-5 and C-l0.

9

10
11

C-13 Affiliate Management Fees - Normalize Affiliate OPEB Expense
Q. Are you modifying Adjustment C-13 as a result of AAWC's rebuttal?

1 2 No. This adjustment normalizes the amount of OPEB expense that was included in the

13 affiliate Management Fee charges to AAWC for the 2008 test year. The affiliate

1 4 employees participate in the same A C OPEB plan (subject to eligibility restrictions)

15 as do AAWC employees. Similar to the adjustment for the pension expense for AAWC,

16 discussed above in conjunction with Adjustment C-6, I have provided for a normalized

1 7 expense based on a two-year average of2006-2008. Expense for the five districts is

18 reduced by $7,206 as shown on Schedule C-13 and summarized on the table below.

Summary of Adjustments to Management Fees - Affiliate OPEB Expense

19

A.

A.



Distn'ct
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adj us then t (9,438)$ s (12,301) $ (12,453) $ (7,605) $ (6,435) $ (48,232
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1

2 Q. What other comments do you have about this adjustment?

3 A. This adjustment is not very large. As noted above, the Company's attempt to use a 2009

4 amount for OPEBs has a much smaller impact than its request to use an abnormally high

5 2009 amount for pension expense. I address pension expense for AAWC direct

6 employees and for Service Company allocated costs for pension expense involving the

7 removal of the abnormally high 2009 amounts that AAWC has requested along with other

8 issues related to pension expense in my surrebuttal testimony above, in conjunction with

9 Adjustments C-5 and C-10.

1 0

11

12

C-14 Affiliate Management Fees .-. Remove Affiliate "Business Development" Costs

Q. Please explain Adjustment C-14.

13 This adjustment removes all identifiable affiliate "Business Development" costs included

1 4 in the affiliate Management Fees for the 2008 test year. Expense for the five distn'cts is

15 reduced by $48,232 as shown on Schedule C-14 and as summarized in the table below.

Summarv of Adjustments to Management Fees - Affiliate Business Development Costs

1 6

17 These charges should be removed because they are unnecessary for the provision of safe,

18 reliable and reasonably priced water and wastewater utility service in Arizona. Similar

1 9 costs were removed by the California PUC in the most recent California American Water

,20 rate case.

21 AAWC has agreed in its rebuttal filing that these expenses should be removed.

A.

r



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fri a

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adj vestment s (9,934) $ 17,357 $ 19,177 $ (1,096) (6,977)$ $ 18,527
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1

2

3

C-15 Interest Svnchronization (All Districts)
Q. Have you updated Adjustment C-15?

4 Yes. The interest synchronization adjustment applies the weighted cost of debt to the

5 calculation of test year income tax expense. After adjustments, my proposed rate base

6 differs from that of the Company. Additionally, the weighted cost of debt recommended

7 by RUCO witness Rigsby differs from that requested by AAWC. This results in an

8 adjustment to the amount of synchronized interest included in the tax calculation. The

9 calculation of the interest synchronization adjustment is shown on Attachments RCS-6

1 0 (for water) and RCS-7 (for wastewater), Schedule C-15. This adjustment decreases

11 income tax expense and increases the Company's achieved operating income by a similar

1 2 amount, as summarized in the below table.

Summarv of Adjustments to Income Tax Expense for Interest Synchronization

13

1 4

15

1 6

C-16 Depreciation Expense (Sun Citv Water)
Q, Have you revised RUCO Adjustment C-16 as a result of AAWC's rebuttal?

17 No. As shown on Attachment B-6, Schedule C-16, AAWC's proposed depreciation

18 expense for Sun City Water is reduced by $36,961 based on applying the applicable

1 9 depreciation rates to the plant adjustment. The related adjustment to plant was discussed

20 above in conjunction with my rate base adjustment B-1.

21

A.

A.
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1

2.

C-17 Depreciation Expense (Agua Fria Wastewater)
Q. Have you revised RUC() Adjustment C-17 as a result of AAWC's rebuttal?

3 No. This adjustment is shown on Attachment RCS-7, Schedule C-7 and reduces

4 depreciation expense for Anthem/Agua Fria Wastewater by $2,853 relating to the removal

5 of two 75-horsepower pumps that were retired from plant in service. The retirement of

6 those pumps was covered in my rate base shown on Attachment RCS-7, Schedule B-7,

7 discussed above. AAWC indicated in its rebuttal Filing that it agreed with the removal of

8 such pumps.

9

10

11

C-18 Depreciation Expense (Anthem Water)
Q, Please explain Adjustment C-18.

12 This adjustment reflects the impact in Depreciation Expense related to a reclassification of

13 $22,289 from Account 304300 to Account 320100, as described above, under "Other Rate

14 Base Adjustments". Depreciation Expense for Anthem Water is increased by $1,202 as

15 shown on Attachment RCS-6, Schedule C-18.

16

17

18

C-19 Depreciation Expense (Anthem/Aqua Fria Wastewater)
Q. Please explain Adjustment C-19.

19 This adjustment reflects the impact on Depreciation Expense related to a reclassification

20 of $487,000 from Account 354400, Stulctures and Improvements, to Account 355500,

21 Power Generation Equipment, as described above, under "Other Rate Base Adjustments"

22 Depreciation Expense for Anthem/Agua Fria Wastewater is increased by $13,392 as

23

A.

A.

A.

shown on Attachment RCS-7, Schedule C-19.
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1

2

3

Other Expense Adjustments

Q, Have you evaluated all of the expense adjustments addressed in AAWC's rebuttal?

4 No. Failure to address an adjustment in my surrebuttal testimony that was discussed in

5 AAWC's rebuttal should not be interpreted as either an endorsement in favor of, or a

6 position against, making such adjustments.

7

8 v. AAWC'S REBUTTAL FILING REQUEST FOR A MAJOR NEW ACCOUNTING

9 DEFERRAL

10 Q. Ha s  AAWC ma de a  r eques t  in i t s  r ebu t t a l  f i l ing for  a  ma jor  new a ccount ing

11 deferral?

12 Yes. AAWC witness Kiser's rebuttal testimony has presented a new Company request for

13 a major  new accounting deferral.

14

Specifically,  AAWC seeks authority to defer

replacement costs paid to the City of Glendale in association with the 99"' Avenue

15 Interceptor, pursuant to a City of Glendale Sewage Transportation Agreement ("Glendale

16 Agreement"). Mr. Kiser's rebuttal testimony attaches the Glendale Agreement to his

17 rebuttal testimony in his Rebuttal Exhibit MHK-1R, and has attached a replacement cost

18 invoice firm the City of Glendale in his Rebuttal Exhibit MHK-ZR. That invoice is dated

19 November 6, 2009 and bills AAWC for 3917,906 for 99th Avenue Interceptor Repair

20 Costs. Mr. Kiser's Rebuttal Exhibit MHK-3R presents a 99'*' Avenue Interceptor

21 Proposed Budget for fiscal years ending 9/30/2010 through 9/30/2017. That document

22 indicates a "Revision Date" of 12/15/2009. At page 3 of Mr. Kiser's rebuttal testimony,

23

A.

A.

AAWC "requests that the Commission authorize an accounting order in the decision in
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1 this case to defer these costs, as well as future similar costs, for consideration of rate

2 recovery in a future rate case.9)

3

4 Q. Should this AAWC rebuttal t iling request for  a  major  new accounting deferral be

5 granted in the current AAWC rate case?

6 No. The Glendale invoice that bills AAWC for $917,906 is dated November 6, 2009.

7 Presumably AAWC was aware of this since early November 2009. For AAWC to wait

8 several months, until its rebuttal filing on March 22, 2010, to raise this issue puts the other

9 interested parties at a disadvantage. AAWC's receipt of the Glendale invoice occurred

10 well after the end of the test year, and may be in dispute between AAWC and Glendale.

11 Thus, it is not apparent why this issue needs to be decided in the current AAWC rate case.

12 Perhaps it could be more appropriately addressed in a separately filed request for an

13 accounting deferral, similar to the Company's May 15, 2009 request for an accounting

14 deferral filed in Docket No. 09-0241 for pensions. As a separate filing, this request by

15 AAWC can receive the attention and scrutiny it deserves. As another rate case issue,

16 presented for the first time in AAWC's rebuttal, it may not receive adequate scrutiny, and

17 a full record including explanations concerning the apparently retroactive billing from

18 Glendale may be lacking.

19

20 Q. Why do you say there are concerns about the apparently retroactive billing?

21 There are concerns about this large and apparently at least partially retroactive billing. At

22

A.

A.

page 3, line 19 of his rebuttal, Mr. Kiser states that the $917,906 relates to replacements
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1 that occurred from December 2005 to April 2009. This raises issues about retroactive cost

2 recovery.

3

4 Q- What other concerns are presented by this AAWC request?

5 Singling out such a billing for special accounting or ratemaking treatment also raises

6 concerns about single-issue ratemaking.

7 Additionally, at page 3, lines 9-13, Mr. Kiser states that AAWC has not yet paid

8 the invoice, and the amount the Company ultimately pays may differ from the invoiced

9 amount as discussions continue between AAWC and the City of Glendale. Given these

10 circumstances, the invoiced amount does not appear to be a known and measurable

11 expense, especially in the context of the 2008 test year being used in the current AAWC

12 rate case.

13

14 Q- What do you recommend?

15 Because of the timing of its request - presented for the first time in AAWC's rebuttal

16 and because of such other concerns briefly described above, this request by AAWC for a

17 major new accounting deferral should be rejected in the current AAWC rate case.

18

19 Q- Does this conclude your testimony?

20

A.

A.

A.

Yes, it does.
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Arizona American Water Company
Gross Revenue Conversion Factor

Test Year Ended December 31, 2008
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Attachment RCS-6
Schedule A-1
Docket No. W-01303A-09-0343
Page 1 of 1
Revised

Line
No. Description

Company
Proposed

(A)

RUCO
Proposed

(B)

1 Gross Revenue 100.00% 100.00%

2
3

Less:
Property Taxes
Bad Debt Expense

0.71%
0.31%

0.71%
0.31%

4 Taxable Income as a Percent 98.98% 98.98%

5 Less: Federal Income Taxes 31.63% 31 .63%

6 Taxable Income as a Percent 67.35% 67.35%

7 Less: State Income Taxes 6.97% 6.97%

8 Change in Net Operating Income 60.38% 60.38%

9 Gross Revenue Conversion Factor 1.6551 1.6561

Notes and Source
Col.A: AAWC Filing, Schedule C-3

Combined state and federal income tax rate 38.60% 38.60%

Components of Revenue Requirement Increase

11
12
13
14
15
16

Net Income
Federal Income Taxes
State Income Taxes
Property Taxes
Uncollectibles
Total Revenue Increase

$
$
$
$
$
$

Amount
3,611 ,172
1,891 ,624

416,708
42,246
18,557

5,980,307

Percent
60.38° /o
31 .63%

6.97%
0.71%
0.31 %

100.00%

17 Total Revenue Increase (From Schedule A) $ 5,980,307
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Arizona American Water Company - Total of Water Districts
Adjusted Net Operating Income

Test Year Ended December 31, 2008
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Attachment RCS-6
Schedule C
Docket No. W-01303A-09-0-43
Page 1 of 1
Revised

Line
No. Description

Per
Company

(A)

RUCO
Adjustments

(B)

Per
RUCO

(C )

1

2

3

Revenues
Water Revenues
Other Revenues
Total Revenues

$
$
$

9,458 $
$
$

$
$
$

16,335,827
430,548

16,766,375 9,458

16,345,285
430,548

16,775,833

(55,530)
Operating Expenses
Labor
Purdlased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
insurance Other Than Group
Customer Accounting
Rents

(358,748)
(4,683)

(131 ,839)
(51 ,307)

4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23

S
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

1,979,757
625,435

2,982,21 g
140,388

1,933
2,667,400

563,722
357,243
139,775
164,808
418,449
93,842

138.590
529,384
793,404

3,965,599
449,027
129,794

(749,929)
15,390,840

$
$
s
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

(7,487)
(445,000)

(35,759)

$
$
s
$
s
$
$
$
$
$
$
$
$
$
s
$
$
$
s
$

1,924,227
625,435

2,982,219
140,388

1,933
2,308,652

559,039
225,404

88,468
164,808
418,449
93,842

138,590
521,897
348,404

3,929,840
449,027
129,794

(317,978)
14,732,438

General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes - Property Taxes
General Taxes - Other
Income Taxes
Total Operating Expenses

431,951
(658,402)

24 Utility Operating Income $ 1 ,375,535 $ 667,860 $ 2,043,395

25
26
27
28
29

Other Income & Deductions
Other Income & Deductions
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets
Total Other AdditionslDeductions From Income

$
$
$
$
$

(2,568,4B3)
(32,427)

(7)
(2,600,917)

$
35
$
$
39

$
$
$
$
$

(2,568,483)
(32,427)

(7)
(2,600,917)

30 Net Profit (Loss) s (1,225,82) $ 687,860 $

31 Rate Base $ 85,616,088 $ (170,851) $

(557,522)

85,445,237

32 Earned Rate of Return 1.61% 2.39%

Notes and Source
Col.A: AAWC Filing, Schedule C-1
CoI.B: Schedule C.1
Col.C: COLA + Col.B



Attachment RCS-B
Docket No. W~01303A-09~0-43
Page 7 of 53

:~f>
I

6).

m
o f

<"'coo><r<r
ooooooo>c>
v - \ - C O O
c~'>cf>Lowc>o° >n:

*E 8
m a

C G)
O

8 " P
C  Q L )
m  x
D- up

1'
mT-

g g v f q q - 5
<;><5=t*53
Dq>o 8
tr3Q%"<=>

m l
<D.c<E v
_:030U(5
*-8
<

C*) he ea (19 69 ea 69 et

I

'<tT
N

_

N
N

,-\
<r
o
o
u'>
v-

| \  l \ l \  o  o
N N <r of ofq-  v v m o'>
r \  r \  q- N N("> Of) v*  N N

.Q
m 3

y m| ~-

g o 3
_ Ew e

re

W
9
3
6

'6
o
o
Q he w 69 e=> ea ea 89- ee

, . >~,
c w
G) I

iCI\o>6oloo
\-v'l\l"")C')

C")C*)v"(\l(\l
* _
m
co

_ a C
Q)
m
as
Eu
.>¢
o
o

D.
E

G)
o
C

O

G)
9 . 2
.QQEU
.C
o
< he ea 69 ea 69 he ea

G)
m ol)
O
w GJ

C
Q)

I

Co
"Z
\ -
LD

Ill l\ Ln N n
("'>€q®l_/'3LQ

\DM C)()n.
8 . 0

cuEIUJ
G)4-1

69' 93 ea ea 69- 69' e%

of
LT
<1
m

of
Lo
<l°__
au

I
LD Lo LT o
<1 co_ lD_ OO*
w co"> m LD

'U
G)
(I)
>
G)
Di

8C G)
x cu cm
8  w  a>  ' TQ _ O1'- ><

co LU
E he es 69- ee 66 ea ea

I l I I I I I I I I

O

of
LD
<4
m

o f
Lo

_
U)

go

UP
LO
LT
LD

8O
<12
o fm

8C
G)

<>§D
Di

m3
'U
<

of €1) m I\
q' of m o
N (O of <"'

Lo m LO
of *n-'

»»`/I\OO3room
<hQ'l\LDLD<1-:"a._,V

Cf>\-v'C\IO
LD!-LI')©LO

' o '>ooov<rco
t o a - c o
o>o~»o'>Lr>Lo
c><:><1-como
v-v-'

ea 69 < e9e=><neeeeef>e=>e4eae¢>e/se9e=>eae9e=>ef>wwe9e9<==» w

<"'I

(D-4-»
U
' c4-J
.Q

L_
Q)4-4
£0

D

U)
E E
O

a>

m

O

_cl
o
CD

as
C
4 :
O

3
> \_

(D
Q.

of
o
o
N <0 C a>

w
C

cu
._ 8;as V)o  . 3
l -  ' o
I  <
> G.)
C
cu

on
C

ET Ti
cu

v°*

m

G)00 _C
z :  | -

g
Q. u
g  c

o

Q.
:1
c
Q)

C
m o

o m
X

> >
G.) w an m

0)
U
C
mQ) O

G)

D.x  <
G) w UJ up

O
G)
C
m
T13

.C
o
L .

cu
E
'G
q)
'U

LU

C
O

18
Q.

O
m
G)
O

<0 cm
Ia 8 Ia
:J 3
: c:
<13 <1)

m >a> G)

3 Lr 1 m\_
a> cu -

3 xv .9 *a
re 3 O |-

»
GJN

UJco
0 - 0L u z

cm UJ

8 w ° 8 5 1 3 1 7 -
c q) QU) 0)

*g mu.0
nu E t o

0 0 - - m8 & W D § € : °
W _=°5 ' §U ) %D . - Q*

0 8 § 8 " C 3 8 3
IUO _ l a u . o 3 E L D n . n :

Q.
><

UI 'O

' 5

GJQ_.0

:  a u
.c
..-

<v 8
.-. Q .  m  o
vo 4-4 6  5

ED_ q) 3 O <
Q) a>

o R u  :  E
o

C . _
in m m
c:

Ru (5 o

8
cmvo go

Q. 8 " J o z
§ g E
w s 39.39 §
N q) t & G ) ( D E

3' ¢Eo.O§§ zo
I.. Lu u»mLlJl1J §

Q : c W D . D . 8 L u ( D
8 g g i P a Zo - =%--§488*

8 » § 2 2 § 8 & & < <
= = ¢ 5 ° = % 8 5 8 8 8 6 8
l < . > M ( . ' J E E O < D < . ' > n . n . F I - O

w

(5

L..
CO
a>

> -

;  G )

C  O
[5 4-1
o

. :  Z
GJ 4-

O

<  E *
(0
C
O

.E
s _

E

E
E
:I

<::v9

4-1U)
G)
1-

cm

5

(D .
C  O

Z
*  N  < 0 v LD  C D  1 \ of o> v' v'O v'  N f r )  <r  LD co of  au

v' T' v- 1- - v O \- LO
N  N  *

><

co r\ of mv* v°  \- \-

a>. . .
cu
or
X
(0

1 -
G)

a> .>
+ 4

L. 83
o  u :
co UJ
' o  ' U
C a>
m  C
v> .Q

1 3  E
O  o

Z  O



Attachment RCS-6
Docket No. W-01303A-09-0343
Page 8 of 53

©<"c~f><r8
OU)

L J Q (- \ l

S m-'u Gan
C cu

D.

a> <5 g ~4-
>

0f a>

G.) o.
an .z: <
E o  8
.¢: UJ <

(U
i s
<

o

I

G)
w
m
G)
s..
o
c

3

¢ '\
m
\ -

<r

f-`
m m N N t \
v o Y -
<r q- LO of of
o  O  LD q- <-
v q- v N N

o
3
d
Z

'5Xoo
D

J-
-4-1 8C
a) Q_ §
E G)
Q: o >-
m y '  . .

I W
w m
a> I-
G)
u.

cu
C
m
E

<
op m

a> <.> Z

8°
89' 99 69 he 89 et 69'

I

,;'
<r

_
COm

ITI\<~3<+>
<1-voococo

_ N _ v _ @ _ @ _

C"D<*)v-(\Jl\I

4 4

C  L .
u> 2E  , -  m
0) O Ru
57 ll)
go | :  m
C 8  1
cu a> x O
2  3  L u

w

ea 69 en 99 4:9 89 ea

I
3Q GJ

x  m  m
C  C  :
( 0  8l -  C  > <

m LU
§

<1,°9
QL)

o
O
O
LD
<r
q-

ooooo©OI\C")C'°)©OI\f . \ I( \J
W'<¥' I \ l \ l \
8 t < * 8 ~

69' he 69 69' ea 89' he

I

,Qof
<11
I ;

P O r`r~of of m m m
q- q- of LD Lm
I\ 1\ N q- <r89°

a

¢>68 8
.2 8

cu

O
D

w
C
G)
X
UJ

y ; e t 69 et et  69 9

I

;,,'

of

-=r

ET o'> of E Lo
o f  o f  o  f \  | \
<_o (D of of of
<r <r ( \ |  Nma

89
8

LU

LL]

69 he 69 99 he (19 he
U]
4 - 4

O
s .

3
D
g . .

2
Oss cm; 4-1

C
'4-
O

s 4 - 4

3

C

"P
O

.cl
o
(D

is
C

O

3
6
Q.

of
o
O
N C

G)
(D

U) C w
C

O

V )
G)

c Ru
o
m  * :
._ G)
t  Q .  i v z z

44 |- |-
E Q. O < <

I

GJ
E
cm

4 - *

9 9
| <
>~_ G)
vs E
Q. 8
E  :
O

UP
L.  C

53
m

o_

G.)
Q.

LLl

4-»
m

LU
cm
Z
Lu

><

CD E

33
8 Lu LE
><0. Z

>
a>

C
>
G) O

3

q>q>g_0_
. Q M M O O
3
O
(D

o

T "

c"'
. c
o
x . .

(U
E
' o
G.)
' o
C
LIJ Ts'

Q) X
__ GJ 3
(5 LL Q. G) O
ll) *_, L1.1 +-1 Q 3

3 o <
O G) 6
'Es' C E

3 3 I° z
E

C
O
13
Q.
' c
o
cm
G)
Q

U) m
Ev 8 oz
: s  3  :
C :
a> an to

'8 33 DS Q M
:  s_
as an
3 *a
n :  §  o  1 -

in(5.C

Q.
3
2
(D

8
In mC q)

a> Q T

x §a> g_c¢"
G)

8° 3 - 3 - ! E " ' m._ m D . o o q ) c g
'E o  0 ' a . °
a - ..-mm
O _ J a L L L J ; §( D D .

Ru ._
*5»c°*'E

8 8 0)

8mm UP
Z N

x U J O
|- o

( D N (D(D LUUJ

c n - G : Q. Q  0 9 Z O
c l ' - c Q

LU > < < D i M
1: x . : o 8 ¢ , , L lJ° 5 <n u>LIJ lJJ

- m x><g ¥ 1 : O o € ms
o

__ :: C0 (0 Q).__l~ - - W o w * m = _ | - t -
4/1 l..,,_,<.» Q) L ) I :... 0) G) -
: m 3 w : c Q . C c L l J I J J O I - ' U J
m m D o w . - <1> m a > m Q g o o D .

m.coo:<D§ § cncDcDa.a=l-o
r:
m m

G)  :
C cu
as
Q)
m . 8

s..
m
<1>
>-

E

3
CD

CO
"we
<D4-

o

< 6
C m

N E
<£/J

GO
OE

3
*J
w
G)

|...

G)
C
_1 z

d w- N of <rLo O
LO I \  of  m S v-

(\| (*') v Lr> CO I\ of mv- Y- v' v' O v"
N N

Lr> © I \  o f  m
v-  v*  v"  v-

G)
4 - »

m
or
X
cu
I.--
G)

<1> .Z
4 - 1L.. O

3 GJ
o Hz
co UJ
*c 'o
C G)
m s:
w _Q
.'3
O  O
Z (_)



Attachment RCS-6
Docket No. W-01303A-09-0_43
Page 9 of 53

m o

' UEa,
o

G.)Mn:
(U

om
z
<

l

73;

gr)-6-4
C
G)

E
GJ

( 5
C
m

LL

o w
E

war c: o
| 'J

a>
> *e

E 8 a> 3
a> <1> Q. :

'E

>8 co a> LLI
D

<r
¢ 'T
QL)X

v-
Cal1

OF m W  w of
( * )  c " '  m v <r
I \  l \ C*'> m m
v- 1" ® (V) OF
(\| N 1"-1-

* n n *

<9v-mv-"8
g80 V*.9G)0€v>>
02345 ° >

9

E gr*

9

d
Z
"ES
. x
O
O
D

69' ea he9; e=> ea ea

E
G)

I

of
<r
Cal_
gr)

f-̀ »-\of of v q- q-q- v Lm G: m
N N N O J̀ ca
(9 (9 v v W

GJ
. u  m
To LU

D.
E  8  Q
8  o
cu z 44
m
§

m
X

G)
wCm

G) |Q.,cu o
ELL]

84:
0><
LL 69

G.)
I N
w TT; '63

us <x> : :G) § Ra:

I

88
b f

1 "

1 -

et et he 99 69

605 W 300
v -  q -  I \  l \® OF I\ F v-G.)

E
cm
(0g:U .
m

E

a>on 3 cm
'G
8o  <  Q .Z u.l

:  N
a) 'TQ.x o

69 £19

I
I

CD
Rx
Lo

4-»C
G)

g@ G)
(5 G.)
r: Ll.
m
E

Ia w " "
a> 'T
Q . O

efe4<eet=>e=»

l \ T \ C D v ° \ -
c cooooooo
I \ I \ L O © O
I-D 1.D<'1'v

C

.Qa>
3 *as
E  :
a>
O
E  E

O
o 69 69

I
C
G)
E
Q)
m
(5
2

a>
m  2>" 'a3 O

Q) _

u _  E  m
UJ

I

cm o

LoOm
ro
Nv-

6969896969

` m 3 w
c o m
m m w o o
0'>C" ) I \ (DLO
( \ I C \ I < ' I \ l \

e t ea :A 69 he he e=>
UP
O
-a-I(D

L-
G)4-J
cu

E
m

D

; 8
O

"P
O
.cfO
(D
pa
.c
54:

G)
' m 4 - 4

+ 4

19 3
I <

> cl)
C
cu

LLI
CD
Z
Lu
EL

3
3;

co
o
o
N

L
G)
D.

UP
GJ

c m

C

T4-4

C
G)
Q_

in
m

8*:_c_0c9

83:31-
G)-

GJ

(D
G.)

cu
LI

Q. g
E  O

O
O

Q_

C
U)C

a w
m

c
m
D.
><
UJ

X

>
G)

E Q c
GJw

,Q
u :

:J
o
G)

a>oC
C
O

8 LU UJ
x D.
m

a>
C

8
(B
1.

cm
G.) O
3 wQ) - ._

Ia D_ 8 O
' FL... O

GJ

3 a>
In: Sr
\_ ,
GJ cu

x- J:o o 3 I I

E

4
(")
.C
o
(5

E
'U
G)
'U
C
LLI

s:
O8D.
'cow
a>
D

(D

G) 8 as
3  3  :
:  C  c

w a> q)a> >
: D C
:  L .
w  2
3 cu £ *a
n o  E  o  | -

4-1
m
m

C
m

CD 3
G)

c:
m

r:
G)

O  .
cm cu

C
L.
(0
G)

>-

m0
Q. 8c
§ £
<9 8c G)
as

m 8,§C xC4-1 - " 8 8 5 3 Lu ° . < l l
W MLLe ><.:o <lJ¢nl-U95
g cu L1_1-vu xm 3 z0< o f

o E " * o ° $ O E m
C -A- lO m c

cu . - DI O E - 0Ia ° 5§ ° '¢ 0° "F>::E_22u>° >*5Qm
8-.° '53.¢: ET my ._ u>wn>m
O 3 a m O § E @ m M F O M © E E D 8 8

8
QL" w
83
653

9 4E3.q>zz Luo - 98
cm é é 33
9 D . 8 L u @

. _ m §n . 2
je* § § l-OF'

EEI-I-38'§
8 . 8 I . l : I L I : l 8 l -

EQor

s .

E G)
C o
( 5 4 4

O. : Z
G) 4-o
< E"
m
O
.u

Ru
E
E
3

<cn

4-»in
a>
l..

Q) .
C O
_J Z v' N w m q-

w
Can g o

O \ - (\I LD (D N W O) LT (O I\ ® Ò>
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Arizona American Water Company - Anthem Water
Gross Revenue Conversion Factor

Test Year Ended December 31, 2008

Attachment RCS-6
Schedule A-1 (A)
Docket No. W-01303A-09-0343
Page 1 of 1
Revised

Line
No. Description

Company
Proposed

(A)

RUCO
Proposed

(B)

1 Gross Revenue 100.00% 100.00%

2
3

Less:
Property Taxes
Bad Debt Expense

0.80%
0.28%

0.80%
0.28%

4 Taxable Income as a Percent 98.92% 98.92%

5 Less: Federal Income Taxes 31.63% 31.63%

6 Taxable Income as a Percent 67.29% 67.29%

7 Less: State Income Taxes 6.97% 6.97%

8 Change in Net Operating Income 60.32% 60.32%

9 Gross Revenue Conversion Factor 1.6578 1.6578

Notes and Source
Col.A: AAWC Filing, Schedule C-3

Combined state and federal income tax rate 38.60% 38.60%

Components of Revenue Requirement Increase
Amount Percent

60.32%
31 .63%

6.97%
0.80%
0.28%

100.00%

11
12
13
14
15
16

Net income
Federal Income Taxes
State Income Taxes
Property Taxes
Uncollectibles
Total Revenue Increase

$
35
$
$
$
$

3,194,927
1,675,306

369,055
42,423
14,715

5,296,426

17 Total Revenue Increase (From Schedule A (A)) 35 5,295,426
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Arizona American Water Company - Anthem Water
Adjusted Net Operating Income

Test Year Ended December 31, 2008

Attachment RCS-6
S(:hedu\e C (A)
Docket No. w-01303A-09-0343
Page 1 of 1
Revised

Line
No. Description

Per
Company

(A)

RUCO
Adjustments

(8)

Per
RUCO

(C )

1
2
3

Revenues
Water Revenues
Other Revenues
Total Revenues

$
$
$

7,210,624
272,650

7,483,274

$
$
$

9,458 $
$
$

7,220,082
272,650

7,492,7329,458

(24,152)

(155,753)
(2,033)

(39,203)
(27,003)

(3,250)

4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

754,087
625,435

1,259,637
103,351

1,933
1,158,078

209,326
105,808
64,489
71 ,553

183,101
33,826
60,044

229,300
140,803

2,399,893
292,953
34,882

(759,675)
6,968,825

$
$
$
$
$
$
s
$
$
$
$
$
s
$
$
$
$
$
$
$

1 ,202

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

729,935
625,435

1 ,259,637
103,351

1,933
1 ,002,325

207,293
66,605
37,486
71,553

183,101
33,826
60,044

226,050
140,803

2,401 ,095
292,953
34,882

(669,383)
6,808,924

Operating Expenses
Labor
Purchased Water
Fuel 8¢ Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes - Property Taxes
General Taxes - Other
income Taxes
Total Operating Expenses

90,292
<159,901 )

24 Utility Operating Income $ 514,448 $ 169,359 $ 683,807

25
26
27
28
29

Other Income & Deductions
Other Income & Deductions
interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets
Total Other AdditionslDeductions From Income

s
s
$
$
$

(1,722,901 )
(14,079)

(3)
(1,736,983) $

$
$
$
$
8

(1 ,722,901 )
(14,079)

(3)
(1 ,736,983)

30 Net Profit (Loss) $ (1,222,535) $ 169,359 $ (1,053,176)

31 Rate Base $ 57,430,025 $ (170,851) $ 57,259,174

32 Earned Rate of Return 0.90% 1.19%

Notes and Source
Col.A: AAWC Filing, Schedule C-1
CoI.B: Schedule C.1
CoI.C: Col.A + COLB
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Arizona American Water Company
Gross Revenue Conversion Factor

Sun City Water

Test Year Ended December 31, 2008

Attachment RCS-6
Schedule A-1 (SC)
Docket No. w-01303A-09-0343
Page 1 of 1
Revised

Line
No. Description

Company
Proposed

(A)

RUCO
Proposed

(B)

1 Gross Revenue 100.00% 100.00%

2
3

Less:
Property Taxes
Bad Debt Expense

0.34%
0.09%

0.34%
0.09%

4 Taxable Income as a Percent 99.57% 99.57%

5 Less: Federal Income Taxes 31 .63% 31 .63° />

6 Taxable Income as a Percent 67.94% 67.94%

7 Less: State Income Taxes 6.97% 6.97%

8 Change in Net Operating Income 60.97% 60.97%

9 Gross Revenue Conversion Factor 1 .6402 1.6402

Notes and Source
COLA: AAWC Filing, Schedule C-3

Combined state and federal income tax rate 38.60% 38.60%

Components of Revenue Requirement Increase

11
12
13
14
15
16

Net Income
Federal Income Taxes
State Income Taxes
Property Taxes
Uncollectibles
Total Revenue Increase

Amount
$ 416,236
$ 215,947
$ 47,571
55 2,330
$ 625
$ 682,709

Percent
60.97%
31 .63%

6.97%
0.34%
0.09%

100.00%

17 Total Revenue Increase (From Schedule A (SC)) 35 682,709
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Arizona American Water Company - Sun City Water
Adjusted Net Operating Income

Test Year Ended December 31, 2008

Attachment RCS-6
Schedule C (SC)
Docket No. W-01303A-09-0343
Page 1 of 1
Revised

Line
No. Description

Per
Company

(A)

RUCO
Adjustments

(B)

Per
RUCO

(C )

1.

2
3

Revenues
Water Revenues
Other Revenues
Total Revenues

$
$
$

9,125,203
157,898

9,283,101

$
$
$

$
$
$

9,125,203
157,898

9,283,101

1 ,225,670 (31 ,378) 1,194,292

1 ,722,582
37,037

1 ,722,582
37,037

(202,994)
(2,650)

(92,636)
(24,304)

4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23

$
$
5
$
$
$
$
$
$
$
$
$
$
$
$
$
$
s
s
$

1 ,509,322
354,396
251 ,435

75,286
93,255

235,348
60,016
78.546

300,084
652,601

1,565,706
156,074

94,912
9,746

8,422,016

$
s
$
$
$
$
$
$
$
$
$
$
s
$
$
$
$
$
$
$

(4,237)
(445,000)
(35,961)

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

1,305,328
351,746
158,799
50,982
93,255

235,348
60,015
78,546

295,847
207,601

1,528,745
156,074

94,912
351,404

7,923,513

Operating Expenses
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes - Property Taxes
General Taxes - Other
Income Taxes
Total Operating Expenses

341 ,658
(498,503)

24 Utility Operating Income s 861,085 $ 498,503 $ 1 ,359,5B8

25
26
27
28
29

Other Income & Deductions
Other Income & Deductions
Interest Expense
Other Expense
Gash/Loss Sale of Fixed Assets
Total Other Additions/Deductions From Income

$
$
$
$
$

(845,582)
(18,348)

(4)
(863,934) $

$
$
s
$
$

(845,582)
(18,34B)

(4)
(863,934)

30 Net Prost (Loss) $ $ 498,503 $ 495,854

i t Rate Base

(2,849)

$ 28,186,063 $ (1 ,970,780) $ 26,215,283

32 Earned Rate of Return 3.06% 5.19%

Notes and Source
COLA: AAW C Filing, Schedule C-1
Col.B: Schedule C.1
COLO: Col.A + COLB
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Number Description
No. of
Pages Page No. Note

Revised/
New

Revenue Requirement Summa Schedules - Total Wastewater
A Calculation of Revenue Deficiency Sufficiency 1 2 Revised

A- 1 Gross Revenue Conversion Factor 1 3 Revised
B Adjusted Rate Base 1 4 Revised

B.1 Summa of Rate Base Adjustments 1 5 Revised
C Adjusted Net Operating Income 1 6 Revised

Q1 1-Summa ofne tO rating lncome Adjustments 3 7-9 Revised
D Capital Structure and Cost Rates 1 10

Revenue Requirement Summa Schedules - AnthemlAgua Fria Wastewater
A AAF Calculation of Revenue Deficiency Sufficiency) 1 11 Revised

A-1 (AAF Gross Revenue Conversion Factor 1 12 Revised
B AAF Adjusted Rate Base 1 13 Revised

B.1 AAF Summa of Rate Base Adjustments 1 14 Revised
C AAF Adjusted Net Operating Income 1 15 Revised

C.1 AAF Summa of Net Operating Income Adjustments 3 16-18 Revised

Revenue Requirement Summa Schedules - Sun Ci Wastewater
A SC Calculation of Revenue Deficiency Sufficiency) 1 19 Revised

A-1(SC Gross Revenue Conversion Factor 1 20 Revised
B (Sc Adjusted Rate Base 1 21 Revised

B.1 (SC Summa of Rate Base Adjustments 1 22 Revised
c SC Adjusted Net Operating Income 1 23 Revised

C.1 (SC Summa of Net Operating Income Adjustments 2 24-25 Revised

Revenue Requirement Summa Schedules - Sun City West Wastewater
A SCW) Calculation of Revenue Deficiency Sufficiency) 1 26 Revised

A-1 SGW Gross Revenue Conversion Factor 1 27 Revised
B SCW Adjusted Rate Base 1 28 Revised

B.1(SCW Summa of Rate Base Adjustments 1 29 Revised
C SCW Adjusted Net Operating Income 1 30 Revised

c.1 SCW Summa of Net Operating Income Adjustments 3 31-33 Revised

Rate Base Adjustments
B-2 Plant Retirements _ Anthem/Agua Fria Wastewater 1 34

B-3 Contributions In Aid of Construction A
B-4 Cash Worming Capital 4 35-38 Revised
B-6 Verrado Wastewater Plant Anthem/Agua Fria Wastewater 1 39 New
B-7 Comprehensive Planning Study 1 40 New
B-8 North West Valley Treatment Plant 1 41 New
B-9 Accumulated Deferred Income Taxes A New

Net Operating Income Adjustments
C-2 Rate Case Expense 1 42

C-3 Achievement Incentive Pay 1 43

C-4 Stock-Based Compensation 1 44 Revised
C-5 Pension Expense t 45

C-5.1 Calculations for pension expense adjustment A
C-6 OPEB Expense 1 46
C-7 Dues, Donations & Miscellaneous Expenses A
C-9 Management Fees - Other Expenses A

C-10
Management Fees - Remove AAWC's Requested Post Test Year Increase in Affiliate
Employee Benefits A

C-11 Management Fees . Remove Affiliate Incentive Compensation Expense A
C-12 Management Fees . Normalize Affiliate Pension Expense A
(3-13 Management Fees - Normalize Affiliate OPEB Expense A
C» 14 Management Fees - Remove Business Development Expense A
c-15 Interest Synchronization 1 47 Revised
C-17 Depreciation Expense - Anthem/Agua Fria Wastewater 1 48
C~19 Depreciation Expense . Anthem/Agua Fria Wastewater Reclassified Accounts 1 kg New
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Gross Revenue Conversion Factor
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Attachment RCS-7

Schedule A-1

Docket No. SW-01303A-09-0343
Page 1 of 1
Revised

Line
No. Description

Company
Proposed

(A)

RUCO
Proposed

(B)

1 Gross Revenue 100.00% 100.00%

2
3

Less:
Property Taxes
Bad Debt Expense

0.71%
0.31%

0.71%
0.31%

4 Taxable Income as a Percent 98.98% 98.98%

5 Less: Federal Income Taxes 31 .63% 31 .63%

6 Taxable Income as a Percent 67.35% 67.35%

7 Less: State Income Taxes 6.97% 6.97%

8 Change in Net Operating Income 60.38% 60.38%

9 Gross Revenue Conversion Factor 1.6561 1.6561

Notes and Source
CoI.A: AAWC Filing, Schedule C-3

Combined state and federal income tax rate 38.60% 38.60%

Components of Revenue Requirement Increase

11
12
13
14
15
16

Net Income
Federal Income Taxes
State Income Taxes
Property Taxes
UncoIIectibles
Total Revenue Increase

$
$
$
$
$
$

Amount
4,467,916
2,340,408

515,571
52,269
22,960

7,399,124

Percent
60.38%
31 .63%

6.97%
0.71 %
0.31 %

100.00%

17 Total Revenue Increase (From Schedule A) $ 7,399,124
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Arizona American Water Company - Total of Wastewater Districts
Adjusted Net Operating Income

Test Year Ended December 31, 2008
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Attachment RCS-7
Schedule C
Docket No. SW-01303A-_9-0343
Page 1 of 1
Revised

Line
No. Description

Per
Company

(A)

RUCO
Adjustments

(B)

Per
RUCO

(C )

1
2
3

Revenues
Sewer Revenues
Other Revenues
Total Revenues

$
$
$

20,228,926
10,288

20,239,214

$
$
$

$
$
$

20,228,926
10,288

20,239,214

(70,180)

(437,207)
(5,706)

(148,500)
(71 ,206)

4
5
8
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

2,556,566
10,524

679,980
709,941

3,602,842
3,250,764

804,856
447,520
174,416
201,008
511 ,824
163,430
180,591
882,166
446,357

5,749,606
589,432
181 ,327

(1 ,279,000)
19,864,150

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

1.414

$
$
$
$
s
s
$
$
$
$
s
$
$
$
$
S
$
$
$
$

2,486,386
10,524

679,980
709,941

3,602,842
2,813,557

799,150
299,020
103,210
201,008
511 ,824
163,430
180,591
882,166
446,357

5,751 ,020
589,432
181,327

(985,581)
19,426,184

Operating Expenses
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes - Property Taxes
General Taxes - Other
Income Taxes
Total Operating Expenses

293,419
(437,966)

24 Utility Operating Income $ 375,064 $ 437,966 $ 813,030

25
26
27
28
29

Other Income & Deductions
Other Income 8 Deductions
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets
Total Other Additions/Deductions From Income

$
$
$
s
s

(2,409,633)
(39,518)

1
(2,449,150)

$
$
$
$
$

$
s
$
$
$

(2,409,633)
(39,518)

1
(2,449,150)

30 Net Profit (Loss) $ (2,074,D85) $ 437,956 s (1,635,120)

31 Rate Base $ 80,321,091 $ (2,362,104) $ 77,958,987

32 Earned Rate of Return 0.47% 1.04%

Notes and Source
Col.A: AAWC Filing, Schedule C-1
Col.B: Schedule C.1
Col.C: Col.A + COLB



Attachment RCS-7
Docket No. SW-01303A-09-0343
Page 7 of 49

U )  LE  8  * u>

M * Q)G)'E O  9  M mg;
E489Q.O
Om

I

6o
_

I-O

E51oc-'>&lc'>o o o o o
I\¥\(\l\-OLD
L n L o n o f > m

he he 44 ea as 69 89

O__0 a J O , _ >
:>o»
M n

9 > . c < ¢"
E(/)<»<84
8 c~'>
(5
83 9< a

(D
d
Z

G d ) I

o
o
LD
of
<r
T"

o o \-' m mo o N r~ l\
LO LO <*) 1- 1-
®  ® I\ 1- 1-
<r v LOm m.Q 8 IDU) Q) I

:  o_L>
a> x
LL Lu

-o-4G)
O
o

D he ea he he he ea he

I

of
N
c~'>
r -
N-.../

(D
of

of
' h - *

v v r\ r\
W  F  O  O  Oco <0 co O o
lD LT of  ofv v N N

,Q
° E

oQ) 8 _O
8 m

m 8 Y cm
t o

o DC...

8
G)

ea he cm ea 69' he e=>

I

4-A

Ar
LD
e t
N
W'

9 N * v- v'1.r>Lr><r 1-
of et LQ et "Z
N N co co LO
v  v  W N N

>

a>
o

' c
w
iv

o
no o

4-1 >~.go
:D
.2 "P

.Q E o
. C
o

<

a>

E <-A ea 69 ea 69 ea 69

|
6
O
a_

c o  ©  c o  o  o
o o  o f  N  N
N  N  v l\ r\
F  F |\ (W (*)
N l \ N W  v

a>m G)
(5 SO
Q  8  ' F

2 'QU
mm Lu

'_-

<44 99 he 89 99 <-9 he

5*ofin~o-4
C
a>

I I I

1_

I q- I I
1

8
o
*Q
of
c*>

O
O *Ag
3 so
nr VS

'D
<

r \  (Q  o  w q-
o  O  ov- | | | I (\| of) N | | | I |
N LD W  P
("') ~¢ l\
W' 1-

col\

LD LD OF co CO
of of <o co
€") c~'> W m m

(") | \
m c*> ®  m c~'>
r \  l \  N q- <r

ea ea <-A 6 9 6 9 6 9 6 1 9 6 9 € 8 6 5 6 9 % U 3 6 9 8 9 6 9 9 9 6 9 6 9 6 9 % 9 % % 9 9 € : 9 U 9 *
m

TO

LIJ
co
Z
IJJ <

w3
I- 'o
I <
> a>

gD.E  O

ofoON
X

o Q: Ru
(D .c .._.
C  } - -  E

<1>

oz .
x

( D

C

<11o  a v
4 .  :
G)

* - 4

f.:

a X

\-5
cf:
.C
O
s...

cu
2 a>

on

C
cu

vo cm
G) C 8

4--¢
O

3

§
..=
_Ia
o

0
+ 4

(0
3
a>

- a d
w
m en
3 c
4- G.)
o E

- a v

4- 1

o

Ru
C

8
Eu 9

6)3  Q .
c  O
(0 4-4
o o

' ; z
a> 4-
E  O

<

Co..Q..:O
wG)
D

(D (D w
8 a> ea
C 3 :
> ea3  >

I a  a>  3  -
>  3  . c
an a> -- o
u:  co O  | -

cy :
w
w cy 0
3 no re no

Ru

'u'3
cm m m cm

Z E
WoQ. 0-o

3 * z a.5 LLI

(D ® N 0 @ @ UJLU

m =g= o.:-o t-1-W L. 9 3 Lu Q

>< ; ~ aL=° n a n a o x u>a>;4 § 3
44 Q _

w g 8 5 : & o  8 0 § § o o
c 8 8 § 5 § = 8 ° ° ° g o B F

E 0_9~,7, = : 3 S m g 6 " £ » ¢ » | g
a . ° " 3 m o cm ax... ea O D .
o 3 § 5 3 2 6 8 m F 3 §o §2 n @ w 4 = o

u

8
.3 |-

o TO 9
n 3 Eawz; et

en * 8  4 O

' 6  c  g
W 5) = 15 4-1

an

u> 87:19.
C<u

m
O .
<n m

C
0)

i v > L l J L U
K

c 8 L u { D
cu X Q _ Z

_ Q _ _ § § | - O l -
88 8 8

8LI JL1JOI -L I . l
a>n:n:

(J
q)
Q L :
cu

' ?
o
2
3
m

.C
o
U)

r:
E

3
<

s . .

G)
Q.

2
cw
of

cs
l -
a>

GJ
o

G)
o  u:
CD UJ
' G  U
C

(0
Q)

m  :
w .Q
a>

>

C 3o
. 4  E3
<</>

'u
G)
' u
C
LU
L -

m
Q)
>-
._-
w
Q)
t-

Q) .

_ , z
\- IN (") O (\ (*) 'LO<. I \ C D 0 5 0 LO<. I\(X30'> -»-» E

O  o
Z  O

co



Attachment RCS-7
Docket No. sw-01303A-09-0343
Page 8 of 49

oz- a>a>E8'0o 0_0£
I

...»

8
| 8  2  :

a> w cu .cu w
C

(5
C  LL a>
cs

E

GJ

.QEN
<v.

0 < Q L ):LZ up

o f
m

€\l
".-_/

5o` of <9 io m
Of) ("'> o c*°> m
o'> co m q- ¢

Vc\i n`
- . . .¢

69- 69 et he 69 he ea

G.)
>

C
QTO-»
CU I

wo§',`°5.8
°83~>

GJ 1 15
4 J . : <
Et<->g° .
. :

¢*)

8 O

< §
U)
d

'a
o
o
D

I

co
of
ca
v*
q-v-

£ O C 0 0 3 | \ I \
o o o o » . n n n

t-v-<r<onc>
' < ' L D @ ®

: V )m
§ u.

8'*° .2
£vL' E58.=l,,
8 < 1 8 §
t5 ' 8 Q _ O

CE8 o
O <44 69 he 69 69 he

Q) W

a> w .Q 3"': o
g_ Cq) O

a> I
C O ® * \ _
o o c \ | r \ 1 -
v-1'~@(\|l\|
u'>1.r>1r>ouc>v " -

E

E | G) Q)
4- 4

U) G) ': - Q) 'T

8 L? 3 E m
8 Lu 65

¢8

Qo
Q
LO

ea ea he he he he

6;LD
q
m
<r

3 0 3  v  @ ` u >
Lm I-D v- v v
n _ q Q n,  n_
m m m o o
v v 1- go) m

q)

Q)

Q) 9 8
<  ;m

»- E ea °`* a>
cu
a>

5452
s :

E
0v8%E v
GJ 1 |
8'">*7~
8 ° ' 8LL2 >- he ea ea ea he

a>

339"QQ
X

I

fn
3;
of
'E
<1-q-

am co 'rel\of of co m OFN N N v v
v  v  r~ I\ r\<r v v- N N

4- 4
8 L.

8 .: w....
q) Ou>(5 |
C  w
m GJ
E ,j'j up 69 he

C\I
I 1"

cm-./

et 99 he ea he

fe Lm cal 9 <~'>
N  N N o  O
1* v- LU © LO
m m of LD LD

w I

06
_v> 8

8 8 6 8 ~
3 1 5 . - C U
9 8 2 9 - U

O
D

x
LU

ea go é9 69 69 ea ET

UJ
g o

"9
O
2
3
'u
GJ
.c
o
CD

c
4- G)o

m
~¢-»

o Z N
LUOo 2LU 2

co

O
3
<
<

jg
L .. .
w

D

G)
-o-I

(5
3
a>

E

3

t -  ' u
v  <
> a>
=  E
D. 8
E

co
o
o
N

o.
X

L..
GJ
Q.

o
(D
C

8 2 .3
C I- 4-4

a>
a.
x

3 E Q m z z

. c
G)44
(5

3 m
3

* -
m x.c: o

o
<L>mlM°>8

xGJ

a>

w
a>
m vo

GJo
Q.
>< L.. V) C
LIJ
W o E O

(5

C
o
Q cm

s. 4-»
m
G)

E  Q .g o
G)

o  Z
G) u-
E
<

E

vs
C
O

W

<*)
.c:
O
cu
E
'U
GJ
'u

LU

C
O
8
Q.
c
o
cm
G.)
D

880
3

mV) > > >
cr"""

: = - & ¢
o
> 3 £2
m m » ~ 9
M U J O I -

I o  3 -

8 w8 mm 9,
xQ.= .38 up\- 4-1

m$2 n o , _ _ ( D L D LLILI_1

= |.. an ea : 8 2 6 8 8  4 8as 380 9.?>3 Lu x " <2
-*-'go Lu*-4 O F 0 J & D .33m88~- a~°< a=88° ,\,§ oo

: a> " - W e a> _ __83 8 8 . 8 8 "" E - a a ' - '@ a>_l<
..8.<:°5E..<u:,-5-'.E°,~em " Q u : -E<D€
a _Q¢,_2¢,q; C Q ; m c : n . : cl-IJJ
Q m 3 3 _ ; W N I . . . q > ¢ h : 0 G ) - - m u l O O D .O . . J & L L O ; §( D & M . C O M ( D §§D ( D C D D . G . C I - O

L.
3
w

a> 5 L:
ea um Q. o
en

Q) L..
O

m  Q  E

3 'S *-4
G.)

C
cu
Q)o :
m Ru

¢ nL l JL l JwD:
: 8 Luwz
8 mo-_§.¢3** § |-O|-

91-4-
c L L I L U
GJDCIXo

>
m
E

N. E  3
< cm

x..
ms
GJ

>-
4-
w
a>

| -

GJ
E

9 8 8 9 -

(1) .
C O * N <*> o N @ ® © N ® ® O Lo<o|- mLOq)l\COG>r- \-\-\--v- \-\-\-(\l{\|v-1-v-CQx-

G)4-1
ct:
or
X
as
I -
GJ

Q) >
8 L )
3 G.)
o oz
co UJ
'U ' c
C Q)
c u  :
w .Q
2  E
O  O
Z  o

....



Attachment RCS-7
Docket No. SW-01303A-09-0343
Page 9 of 49

[I .- c>
E 'c O 801

O
m4-44-4

<

| 3
G.)
(D SC ...-
an E co

m 4-4 'o

mg I a __.4:a: C m
vo 8 'T E

o Zo LJ

I

N
G)
Q
¢*)

N N m c~'> <*'>
o> m co N N
of: c*'> F  N  N
o'> of: LO of of

v-

L..
G)

C
.Q an...
M ' ;
o
GJ (5 mL. Q_ GJ _

8*§ 38<a up C as o< L: 69 he c-A 69' 69 et

< f > 0 > € " 5 ° '

°83<°>
G . ) ' ( §a) <

&"£8<~» 0L _:C/D8

O

8
U)
d
Z
GJ

M
o
o
a

l

he

8LO
et
N

00 v N
LD LD O ID LD
of  o f  P  N N
N ( \ | W  1- 1-

C

.g  m . . .

. Q  8  ' o
o
2Q. x
an Lu m
a

o _kgc..»  a> ,\
4: .. Ru § ' T
9 - 2 E -_ O

0" E
re

CD

ea he

I

he 69 ea he he

v <r 3-`
I I v- 1-

V
. n Lo
C \ - U)

c
o

4-4 ' i i 3
an as
8 ._o  |
8 E <.> 3o M

C
>
U) ea <9 he ea ea he

O
E E
8 : 1
m
C
m

E

4-1
C
GJ

d)
> 'E

88GJGJC._ o
(0 >a.>wa>LIJ
go Q

w
w
w  vD. C 'T
c:
Q L )

a> x

I

m
o'>

1
c o
N

m of  © N
cm o> N LD LD
v v N N  N
co co o LD LO(\| N  r '  x -

he 69 he he he he 69

I
LT

pr)

8 8 0 o  o f  S o
If) LD N o"> (17
<12 ° Z'~"l
m C*) 1- N N| 8

cm EO C ("`>
o f  8  E  w  a>

m
E

4-4 m
C q,Lu
8 n o
G) Q I

8 6g$0
2%< 69 69 9; 69 as (2969

a>4-»

G )
-O-4

w

=*3
O
2
3
'o
ll)
_c
o
co

§\..-4-
in
D

CO
3

m

~4- G)
O

Tvs -0-4
4-4
o

E

G.)
X
cy

03C
4:
O
E
<
<

cu; 4-4

w
3

p -  U
I  <
> G.)
iv of

OO
N

GJ >< a>
Q .

:E
88

q) N
w -C .
C  I -  " '

an W : Q. w Z Z
o

C
I I

C

(_) cm

* 8
*-'m 'BG)

Q.

GJ

m
o

::

D.
><

m

<11 cm LU ° 6 8

w
G)
3 :J

w e ) eaGJ m
GJ

G) Co C g *as
\ _

(v)
.c
o
m
§
'u
G)
'o
C
UJ

a> TO
o E
vo cuE

C
O
_;
oz.
. :
O
w
GJ
D

w u>
a>

= 3
a)>  >  >

G) M Q) Q)

3 _ Cr m
as 3  E
> 3 _C 44
as ea » - o
re cm O |-

8
</>uJ m

Wo
Sr- & 3o ._ :L

5 139 Lu
I a m N m l . @ @ I J J U J

C O  C a c - -V9 c - ° - l - | -_ g m c g §i o < < p a
as .3 3 8 0 8 8 8 up x : I M < 2

|- " ' » - o u>u.0.an o o _ : :m §; m 8 : & o 8 2 §§o o
: as T5.- _ "= w4uG® F ° ° 8 EW EE
2 o - go, a °'-<» -

: Ca §5 ° ' 3 2 ¢" m 2 w e : m._ 8<» Q  0 0 .O4&mO;§ 0 MEOMGEEQ@G &EPO

LlJ
(D

D. Z
3 up

a> <32Q. Z O
X

cu LU--

O K DE ; / g w G)
C 44

cu ._ au o f 0 c
g D ' > 3 < / : C
a> G)

WLUUJwG:

2 uJ0
m 0 - Z

\ ' \ ! < a > _ 1 <

&'>**TE<£K
: U J U J o I - L U
w o r n :

ms
q)
>-

g a>

C  O
(Q 4-1
O
' c  Z
G) 4-

o

<  a
m
C
O
N
L _

cu
E
E
3

<E(/J

*_-
(D
G)

t -

0 .

_ , z '<- N F) O @ @ © N @ ® © l D < D I \ m

a>...-
cy
M
X
cu
| -
GJ
>

8 "G
3 OJ
o  t
U) l.Ll
'u 'U
C Q)
m C
m .Q
f l  E
o  O
Z  O



Attachment RCS-7
Docket No. SW-01303A-09-0343
Page 10 of 49

'G 8o
Qr*>

8 8
(V) o-'>
LQ LQ
i n  o f

8 8 8 8
m m

Q v w
n o r m

co
Lo
ff

8
LT
Q
m

(D
-4-v -o-vV) , `
3 o Dé ' U \

I

C

E

8
I\
<1-.
LD

8
u'>

n.
N
\ -

£ 88
4m u m

o f
v
gr)
o

aB
9
<
v o

8'-
cm o
o g
ms cm

° ' 2 z " 6
: . . - ' _

§=°9
<4/DDD.

T O

PP

8
4-1 Ogo \.»
o
O

4-4
C
Q)
<.>
G)

D .

68

8
LO
et
q-
Lo

8  8m o
1- Q
Lm o
q- o

8  8  8  8
m CO LT o
LD N v '  O
I \  f * )  m  o
W ' W  (*) O

o
<r

3
1_

-o-I
w'E

:J
O
E
<

2
of
o
n .
co
of

LD Lo
m (")
LO I\
au r\
~<r LO
®_ v_
q-  w
Lm <r
v'  ( 9

o o LrJ LrJ
c o m mw Q L O
W <' O5*
o o o v v
n L o o > r \
eon<°Lr>
ooLnLoo'>
x- 1-('*)

'aT
3
4 - 1o

O

Ma
m

o

, GJ-..

L .

3
4 - J

:1
s..

,*...|
Q__

(0
Q 51
1.
(U

69 ea Ia <-A ca

Q .
m

GJ>~ L
4-» cu
U) Q)
a>4-1

' U

o

U)
q)
6  I
.m

E  c
D. a>
o
'u

a>

m4-4o
x.44

.9
D

G.)
4-4
cu

3
m4-4
V)

8
I

'4 -

a)

6)L..

>
a) .Q
as Ia
g..

'T
Q

m-»-o
c  -m 4-
U)*-4
O

TI

of
O
o
N

C
o

4 - *
Q.
E
L)
w
GJ
a(U 1.-*

pf)

8 Q x_
E w

G)

>

: J

. Q. Q <1> LU

m
a>
C. 4-1

cm 3
>»
r:
is
D.
E
o
o

4-4 u'

8 a
E an
an |-  .c

<1>

Q)
L..

o
C

x.
GJ
.Q
E
a>
U
(D
Q
'O
a>
'U
C
L1J cu

>r:
:J4-1 O'.D 8 UJ
_w

E
L. s.. 'U
G)
*T 'T §m t

o o -w
o

o ' u
L
o
D.

-<5

8 .c 2_J U) U)|-

O
o
3
nr

w
D.

_m

8  8
o

': e xav _
C  o  o  < 5
Q .C -» -»  O
._1 co <0 t - O

4-1
. Q
Q)

D
w-
o

w
o

O

U
cu
4-1
. z
OF

é' I

O w

>~
C u>

xEO Cr
U +4

;  8
2  o
cu 'o
; 8C
cu 9
x .  3
Q) o
g 2

cm
m ___
C cur :
N  Q .
. :  Ru
<  O

o

Ru
a>

>-
'JS
GJ
I -

GJ
C

...J

6
2

v' 'N C*7 <l' Lo co l \ of UJ \ "

E
m

<u_
8 3
mm
. C
o
co

80
a ) u . o

D

: »3 . _
o re

<0 a
: < 9 éd
" M l
mm
6 C

Lo
w

0) (D
_ C . _

Z _J _1

m



Attachment RCS-7
Docket No. SW-01303A-09-0343
Page 11 of 49

5
m
I :
o
| \

N

of
v- @ OF
co  W o
Lm |\ of:
o  o f  m
O 1- v-

<*'>
of
LD
r\
mG u -Z o -o

U)
m .c O U7 >
4-1 o GJ

Q)
o

8 ~
6 9
SE
D

1- 1-
~»../

gr)
'

<*)

9
c a

9
<
c o

'T - '°L l . o

8 2 8
C  <
G) _
E 8 *fs Q- m
u G) x o

o m
E c m Q  a m he he he 69 e=>

65
et
of
Lr>

8| \
If

o
\_ f

8 3 et;
DC

n8r~oou>§l~~¢r~~4-aawu-,o
°a'w~_<~1=Q<0°vcocovo 'IDw (D n"co
n_ Q Q Q9 :*> m LD

'Cb 8
Lqoq
we of
cy) LD
co.
o f

v-
of

9? he 69 ea he 99

_.NNWa>cool~
"'"1Q'-Q0~¢Lr>o>0(")@v"
x.-<qQri0-conram
O
3
Meee9e4

_,NNWcomo
v>LQ°Q=n° < - o mococooa
,-co_QcQ
0 - o o | \ I 0O

w w w

x.
G)
o.

>,
C

8E <
O
O

N 8 of 3 c*>
of (4) LD of <r

ID of l\ co
LD ®  v- 1- CO
co N m LO

I; 9'
O 1- N_

<r

" ',_Dl\
m m
<o° Q

8
Q
I \

l ~  8
co I \
LQ I
V
co of
*Q
of

0)
ea-H
2

cm es ea he he ea

...J

3 a

M

3
O

3 E !

0 _ 1

wea
cuL
a>
vocs
.Q

a>oCG)1.
2G)
of

<' .co
U)

9)L.
G.)4-4cy
Q)¢-Iw
m

g
m a>w<u

m.r: o

cu

o <1>
9 3
44 'D "` U)

Q_
o

LL
m:J
m ,°\
i i  o

C
> ~

o

ms

O o

*E _
3Q .Do ' u

9 8  m
*u

Q. m Q
cm 3U) m

3 m o f

E G) Cof
O
o
N

1-'
I

C
L . > 4 :

1.-
Cf)

m8
O 9 'c

q)
cy
3
C
G)
>
GJ

c
w

w
w
:J
G)
>
SO

C >~.
:

m GJ s..
a s  r e ,

' - u :

<
Q)
3

`O
G)
.C
o
U) (D 4-

0*¢7> ")

w
_Q .oz Q_Cw e

3

>
We..

x..
a>
.Q
E
a>
O
a>
D
'c
G)
'U
C
UJ

-0-1
en

°8lc=:J

153 Q.
o  g  o

44 'ES =8-5

m

cy
m
>-

C
O

8
C L

' c
O
cm
Q)

CO

- 0 >

Q E S m S
3 § % 8 §

u:

oz o'5o 8'
cu an Um

a>'G
U E 0 7 3 4 :
6 8 8 ¢ ' 8 8 8
u e a i s m m
a>~5¢l) G.) \...3c
:GJ mg

S o :
< M Z < Z ( D M

w e
£36
" Eo
CU)
. _ o

U E-ana>,no
0 8G) ea:agua
8 E  8
G W B
E E Eo
8 4 .
: g ow w w
8 > 8
m u m
D.LZ£L

ea
mN
.Q
_in

g
<
<
o

8m cs
" 2o

' c
8»o»~3GJ
5  a > > 5

E° a >' a - l ~ 8
_ : 2

G) ' O_Um

£ 08
o

E : 8 c >
Co ._

o § 3 l 5
W ;

<D*8.>

U QL.
D  3 2 8
M m m
r a j a
9 3 8 85 4>>
(5- * q )

2 8 0 *
o nav-

is
O

GJ
U)
C
cu
L
L)
Q)
CO
m4-
C
a>
OL-
an
D_

o
3
luLL
8
c_(_) c

'U
d)

u>° ' °es'. D l .aw Q.
Q N Q

3848
o w
9 . : 0 , c a
2°':==488
0 + - " E _

5 8 3 4
vo3 a>

° ¢5 2 a >
¢u.">°-3300-
_:33__
0 8 8 -

cu
o

G)DOC
CO.:o
GJ
DO
CO4-C
GJU
G.)
0_

<vs

O

E
an .Q

5 8
3

< cm
>
c  3 *
<8 c
Q. G)

813Q G)
5  a

09
5

3 8>
5 ea
.9 n:
GJ o

E 8
E

5

o
- 8  E
<  O

-ad</>
a>
| -

G) .
. c  o
_J Z

v- N m <r Lr> cm l\

C

oocn

GJ z:
8  u .
3  oO

WE
18 <
cu

8 3O o
z O



Attachment RCS-7
Docket No. SW-01303A-09-0343
Page 12 of 49

Arizona American Water Company - Anthem/Agua Fria Wastewater
Gross Revenue Conversion Factor

Test Year Ended December 31, 2008

Attachment RCS-7
Schedule A-1 (AAF)
Docket No. SW-01303A-09-0343
Page 1 of 1
Revised

Line
No. Description

Company
Proposed

(A)

RUCO
Proposed

(B)

1 Gross Revenue 100.00% 100.00%

2
3

Less:
Property Taxes
Bad Debt Expense

0.71%
0.31%

0.71%
0.31%

4 Taxable Income as a Percent 98.98% 98.98%

5 Less: Federal Income Taxes 31 .63% 31 .63%

6 Taxable Income as a Percent 67.35% 67.35%

7 Less: State Income Taxes 6.97% 6.97%

8 Change in Net Operating Income 60.38% 60.38%

9 Gross Revenue Conversion Factor 1.6561 1.6561

Notes and Source
Col.A: AAWC Filing, Schedule C-3

Combined state and federal income tax rate 38.60% 38.60%

Components of Revenue Requirement Increase

11
12
13
14
15
16

Net Income
Federal Income Taxes
State Income Taxes
Property Taxes
Uncollectibles
Total Revenue Increase

$
$
$
$
$
$

Amount
3,070,551
1,608,432

354,323
35,922
15,779

5,085,007

Percent
60.38%
31 .63%
6.97%
0.71%
0.31 %

100.00%

17 Total Revenue Increase (From Schedule A (AAF)) $ 5,085,007
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Arizona American Water Company - Anthem/Agua Fria Wastewater
Adjusted Net Operating Income

Test Year Ended December 31, 2008

Attachment RCS-7
Schedule C (AAF)
Docket No. SW~01303A-09-0343
Page 1 of 1
Revised

Line
No. Description

Per
Company

(A)

RUCO
Adjustments

(B)

Per
RUCO

(C )

1
2
3

Revenues
Sewer Revenues
Other Revenues
Total Revenues

$
$
$

8,634,567
2,556

8,637,123

$
$
$

$
$
$

8,634,567
2.556

B,637,123

(30,484)

(205,507)
(2,682)

(72,483)
(31 ,679)

(4,289)

4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

$
$
$
$
$
S
$
$
s
$
S
s
$
s
$
$
s
$
$
$

1,335,278
3,368

278,664
303,374
199,095

1,528,005
396,599
221,640
80,939
94,566

242,170
84,483
85,697

534,489
246,204

3,830,808
296,804
87,538

(1 ,020,81 al
8,828,908

$
$
$
$
$
$
$
$
$
$
S
$
s
$
5
$
$
s
$
$

10,539

s
S
$
s
s
s
s
$
$
$
$
s
$
$
$
$
$
$
$
$

1 ,304,794
3.368

278,664
303,374
199,095

1 ,322,49B
393,917
149,157
49,260
94,566

242,170
84,483
85,697

530,200
246,204

3,841 ,347
296,804
87,538

(871 ,715)
8,641 ,421

Operating Expenses
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation bi Amortization
General Taxes - Property Taxes
General Taxes - Other
Income Taxes
Total Operating Expenses

149,098
(187,487)

24 Utility Operating Income $ (191,785) $ 187,487 $ (4,298)

25
26
27
28
29

Other Income& Deductions
Other Income & Deductions
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets
Total Other Additions/Deductions From Income

$
$
$
s
$

(1 ,432,072)
(18,575)

(4)
(1 ,450,651 ) $

$
$
$
$
$

(1 ,432,072)
(18,575)

(4)
(1 ,450,651 )

30 Net Profit (Loss) $ (1 ,642,436) $ 187,487 s (1 ,454,949)

31 Rate Base $ 47,735,732 s (2,470,790) $ 45,264,942

32 Earned Rate of Return -0.40% -0.01%

Notes and Source
Cof.A: AAWC Filing, Schedule C-1
Col.B: Schedule C.1
CoI.C: CoI.A + CoI.B
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Arizona American Water Company - Sun City Wastewater
Gross Revenue Conversion Factor

Test Year Ended December 31, 2008

Attachment RCS-7
Schedule A-1 (SC)
Docket No. SW-01303A--9-0343
Page 1 of 1
Revised

Line
No. Description

Company
Proposed

(A)

RUCO
Proposed

(B)

1 Gross Revenue 100.00% 100.00%

2
3

Less:
Property Taxes
Bad Debt Expense

0.54%
0.08%

0.54%
0.08%

4 Taxable Income as a Percent 99.38° /> 99.38%

5 Less: Federal Income Taxes 31 .63° /0 31 .63° /0

6 Taxable Income as a Percent 67.75% 67.75%

7 Less: State Income Taxes 6.97% 6.97%

8 Change in Net Operating Income 60.78% 60.78%

9 Gross Revenue Conversion Factor 1 .6453 1 .B453

Notes and Source
Col.A: AAWC Filing, Schedule C-3

Combined state and federal income tax rate 38.60% 38.60%

Components of Revenue Requirement Increase

11
12
13
14
15
16

Net Income
Federal Income Taxes
State Income Taxes
Property Taxes
Uncollectibles
Total Revenue Increase

Amount
$ 920,033
$ 478,794
$ 105,474
$ 8,208
$ 1,182
$ 1,513.691

Percent
60.78%
31 .63%

6.97%
0.54%
0.08%

100.00%

17 Total Revenue Increase (From Schedule A (SC)) as 1,513,691



Attachment RCS-7
Docket No. SW-01303A-09-0343
Page 21 of 49

I I
of
of
m
LD
N

I I I

r\
of
Lm.
o
co

o

of (*)
o ofN W
o l\
© l\co r~

LO N
O  c o
' E _
l \ of
LD o
C  v -
N Cal

o 'u
m

cu .c re
+4 m

o b
° oDD.\_/

0:9
D .

LT U) r\
m LD  N
O N c*'>
N v ' LD
Lm (D o>
q-  N co
~<r O (v)
N v' v '

N o
m N
n_ Q
o (D(D v-'(0
N \ - t-"

\
<'\l

_
c o
m

LT_

1 -

m

8
o

do
9
8
8

re 3w

§2z*
.:'3`5"'°>

om8u§ oo.n: he et ea fn e=>89 e=> e=> he he 69 et <9 he 69 69 69

»\N
q-
(\I_
('\|

I

N
we
n _
N

go
I I I I

/°\("̀>
<r
c">

v '
et
o
LO

| I I I

6O
QLDo

o
o
O _
Lr>
o

of
u'>
o
of
LD

8

: H 3 9 3
. :
' O
<

1.- v '

m
l \
o
l \
<r v' v- T-

*H..f

<~A ea he 69 <9 ea Ia ea he he 69 69 69 69 <==> ea he

I I
r\
o
m
o
N

I I I

(5
Q_ sf,

of  (D
o Lm
la_ol_
o  < r
£0 N
m of

.-

> U
C  G J

w

E
o SO

O  D .

r \  S o u
m LO co
c*> l\ Lm
OJ W 1\
<.o co o
<h l\_ |\_
v  o  c f >
N  1 ' / " '

/ - \ / -
Cal I\
m  N
N et
o  N
( D  v '

N

LD N
O of
<11 v-_
| \ of
LT o
o  N
N

\
co
LD_
Lm
co
(\|_
N

l \of
Q
q-
co
V i
q-

89 e=> <-A he <79 he 619 ea he he ea ea ea ea he 69 ea

L .

-4-1
GJ

m
g
3
8

Q c

U)

>-»..1
O
C3
cm
I
>c
D.

of
o
O
N

a>
Q U C

1"
Iv)

a>O
E o ' ;q.) l.
w
C

U ; C
C O
u-n -*.|

f (D
L.
4--v

a> 4-1
r: (D

o '

a
128

o m

'T
m
2
:s
'U
cu

.C
O
U)<1

C U ea

cm

o
8

m

E
o
O
G)
(0

; 8
C  m

(D

cu

L .

.Q mo CD
____ 9 _:
C Q.
m

8 8  m
1 : > .
D

(D
(D

O  :
m .o

t -  ' G
' u
m
M G)

:s

1 .
G)

.Q
E
G)o
:D

D

' u
G)
'U
C
LLI

C
.Q...Q.
. :o(I)0.)
D

_ .  3 4-v

8 E 5
Q 8 u
(D < z

Q)

c
.Q
'cl
N .52

gE L_
cu O

"5
"a'$

5

. _ ' u

STS :-52"
3 8 ' U U
~ ' = o : v mu
" ' O: o
o cu

--Ew z s 3 0

' a v g

mtg :*:§ "'g',

£ E E

LE
o

u
2

G)
'56

M D

o no
o

0 3 0 0
o

' o 8°"5<Q§=3
. _ E '

99° n:m
'U

- 2 8
E  9 _ 9 _ - 2o A g

w
8  3
c: .Q

>
' o
<  O

m4-4
o
I'-

'3
in _.EG) 8 8
1. Q . - _
CU ¢5'U8 <-><
Q)
0 1 2

8" §
4° <\» -...-.8 l - Q =-3

»8OQwm&<
6§ ® ® 38E

o

o0):s
w

4-1cu
re
E
-a-4o1-

C

ea 2
as

E Lr
<  ' u
ms 9

w
8  3

< <

(U
a>
>-
4-1
w
G)
}-

G) .
C O
_1 Z

\ - (\l 09 <r Lr> no v- 1" N (kg v LO co ofv  v  v *  v '  v "  v ' m
v '

8 °
803
' A -co

a im
8<4H9
6 3 3
Z O O



Attachment RCS-7
Docket No. SW-01303A-09-0343
Page 22 of 49

'o
a> x'5 'o cu

cu

I

(r)

Q
r~
W '

COI \O
9'

I

("̀J
l \
o
v\
q-

U )
GJ

0)

E = \- o? 8G)=EEMZ
8  a o< C

o

he he ea he
N
<r
qN

aT
<r
N
N

a I

T_
--../

1 ""
"w-f

he
'N'
9'
N.
N

9ofo
$l~ <

- 8momaw..;'§
5454,
E. c - g d

85:>*'o<-=3-8,0 'u
88°an' " >0-as

nr

.z8~
W :
w e69\
5.9815
Ea Z
OE ea he 619 he 69

I I

8o
QLOo

6
o
QLoo

6o
Q
I-Do

u >
C

'E
r :  < -

; g m
. Can o
i v

O

o
u
m

.8
>
GJ
EK

1
' -J

1 "
"--.-f

1"-

f=/-> he he he

cm c:
C o
8 'S3 C*>.Q 'o : |

: C
A o

O

OF I

as*
q-
* -_

m

Ia
65
<r
vs
gr)

I

cf'5`

f r
I"--_
C*>*-I

.'= '85 8 m
C

o
O 69 69 4:6 89 he

_kg

O 8
O gD w
no :

*u
<

Ar<r
(\J_
N

I ~'1 I \| Ir\- I I I I

o
o

Lm
O

6o
QLoO

ofLO
no
coP

€9(:9 e=>eeee<=ee9we4l he ea 4:9 69 ea 69 <9

G)4-4cy
3CD... c.>

m
Ru

8'
LJ

a>

o0
w

o f
o
O
<'\l C

o
C

on
cu

'_..

C*'J U)
c:

:t;'
m 'oo C

o  3 o
*5 Jr-
:  C
b  o cu 8:
VS O > C

8 - 'o oo  <  O
8 - 82

G.) E x

< n ~ . 9 < 3
C u
M uE -c s  'o o

a>.Q
E
moQ)
a
'csG)'CC
UJ w E

4-4

GJ

E
-»-I
U)
3

18
cu

. C
O
m
q)

8
8-_*
:E
§G.)8 U)

3  U
o
co

C
.Q4-4Q.
:LJUP
GJ
D

3:1
go
6<

q)o
E .5
°°"¢l€a>' g m

£ 82
£ 6 =
m L '
>.`8 D-

~-:Q
E T

o
z

'c`
o
'iiN Ia

t 3
`U

"5 2
'a'S as
5 "5
c m o
Q \..

: TS 8_8
$=<><>

8 8
o * ' °

v<aa° 0:3:33
mgurna mu
GJ

w a s "
5544+- 'S 5 ->g <v8
G)'U o_|<oEEa=+-
cm

GJ

o
C o._ (5 ._

on on 8 t-  'G
C  - E  3

3 'u GJ
o .Q  'o 1: E  M
C 'E  4-1 8 '  t  " "

Q)Q. a."6 >

E

3m -
oz _¢_g*,7,
\ . Q . :

o mc
a> ._

23 5"'.,,i<3§ 8=ogm
R F - G m

C E"Oggw><
3 w & 9 3 * 2

C a> G) o

ea
w
w

m
w
CO
no
To
o
| -

O

: J
t/Jw

1 (B
E M

8%
E M
o02
l -JB2
(5 0)

38cm
U'U.=<
034-Eo
<E'
m m==E
N E
<cn

L..
m
<1>

>-
4-1
w
Q)

| -

. :_,z 1- N c~f> O N~:r Lo no *_ 2 w- CO <r LD (D |\ of- 1- W

0 1

o f
\ -

0)o
C

'U G.)C L.
m -53
UP 93
G.)...»O G)
Z co

GJ



Attachment RCS-7
Docket No. SW-01303A-09-0343
Page 23 of 49

Arizona American Water Company - Sun City Wastewater
Adjusted Net Operating income

Test Year Ended December 31, 2008

Attachment RCS-7
Schedule C (SC)
Docket No. SW-01303A-09-0343
Page 1 of 1
Revised

Line
No. Description

Per
Company

(A)

RUCO
Adjustments

(8)

Per
RUCO

(C )

1

2

3

Revenues
Sewer Revenues
Other Revenues
Total Revenues

$
$
$

5,933,970
6,411

5,940,381

$
s
$

s
$
$

5,933,970

6,411
5,940,381

454,529 (18,617) 435,912

(125,503)
(1 ,638)

(25,187)
(20,573)

4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23

$
$
$
$
$
$
$
$
s
$
$
$
$
$
$
$
s
$
$
$

15,804
4,885

3,300,475
933,155
141 ,193
75,595
49,683
57,656

145,686
40,868
44,944

104,503
61,533

679,999
157,456
34,880

(310,869)
5,991 ,974

$
$
$
$
$
$
s
$
$
$
$
$
$
$
$
$
$
$
$
$

(2,620)

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

15,804
4,885

3,300,475
807,652
139,555
50,408
29,110
57,656

145,686
40,868
44,944

101,883
61,533

679,999
157,456

34,880
(237,028)

5,871 ,677

Operating Expenses
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
lnsuranoe Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes .. Property Taxes
General Taxes - Other
Income Taxes
Total Operating Expenses

73,841
(120,297)

24 Utility Operating Income s (51 ,593) $ 120,297 $ 68,704

25
26
27
28
29

Other Income & Deductions
Other Income & Deductions
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets
Total Other AdditionslDeductions From Income

$
$
$
$
$

(442,923)
(11,344)

3
(454,264) $

$
$
$
$
$

(442,923)
(11 ,344)

3
(454,264)

30 Net Profit (Loss) $ (505,857) s 120,297 s

31 Rate Base $ 14,764,087 $ (168,058) $

(385,560)

14,596,029

32 Earned Rate of Return -0.35% 0.47%

Notes and Source
CoI,A: AAWC Filing, Schedule C-1
Col.B: Schedule C,1
CoI.C: COLA + CoI.B
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Arizona American Water Company - Sun City West Wastewater
Gross Revenue Conversion Factor

Test Year Ended December 31, 2008

Attachment RCS-7
Schedule A-1 (SCW)
Docket No. SW-01303A-09-0343
Page 1 of 1
Revised

Line
No. Description

Company
Proposed

(A)

RUCO
Proposed

(B)

1 Gross Revenue 100.00% 100.00%

2
3

Less:
Property Taxes
Bad Debt Expense

0.49%
0.02%

0.49%
0.02%

4 Taxable Income as a Percent 99.49% 99.49%

5 Less: Federal Income Taxes 31 .63% 31 .63%

6 Taxable Income as a Percent 67.86% 67.86%

7 Less: State Income Taxes 6.97% 6.97%

8 Change in Net Operating Income 60.90% 60.90%

9 Gross Revenue Conversion Factor 1.6422 1.6422

Notes and Source
Col.A: AAWC Filing, Schedule C-3

Combined state and federal income tax rate 38.60% 38.60%

Components of Revenue Requirement Increase

11
12
13
14
15
16

Net Income
Federal Income Taxes
State Income Taxes
Property Taxes
Uncollectibles
Total Revenue Increase

$
$
$
$
$
$

Amount
477,331
247,940
54,619
3,828

136
783,854

Percent
60.90%
31 .63%

6.97%
0.49%
0.02%

100.00%

17 Total Revenue Increase (From Schedule A (SCW)) $ 783,855
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Arizona American Water Company - Sun City West Wastewater
Adjusted Net Operating Income

Test Year Ended December 31, 2008

Attachment RCS-7
Schedule C (SCW)
Docket No. SW-01303A-09-0343
Page 1 of 1
Revised

Line
No. Description

Per
Company

(A)

RUCO
Adjustments

(B)

Per
RUCO

(C )

1
2
3

Revenues
Sewer Revenues
Other Revenues
Total Revenues

s
s
$

5,660,389

1,321
5,661 ,710

$
$
$

s
$
$

5,660,389
1,321

5,661,710

4 (21 ,079)
Operating Expenses
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents

(108,197)
(1 ,386)

(50,830)
(18,954)

5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

$

$
$
$
$
$
$
$
$
$
$
$
s
$
$
$
$
$
s
$

766,759
7,156

385,512
401 ,682
103,272
789,604
267,064
150,285
43,794
48,786

123,968
38,079
49,950

243,174
138,620

1,238,799
135,172

58,909
52,682

5,043,267

$
s
$
$
$
$
$
$
S
$
$
$
$
$
$
$
$
$
$
$

(2,216)

$
5
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

745,680
7,1 Se

385,512
401,682
103,272
683,407
265,678
99,455
24,840
48,786

123,968
38,079
49,950

240,958
138,620

1,238,799
135,172
58,909

123,159
4,913,081

General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes - Property Taxes
General Taxes - Other
Income Taxes
Total Operating Expenses

70,477
(130,1 Se)

24 Utility Operating income $ 61B,443 $ 130,186 $ 748,629

25
26
27
28
29

Other Income & Deductions
Other Income & Deductions
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets
Total Other AdditionslDeductions From Income

$

$

$

$

55

(534,638)
(9,599)

2
(544,235)

$
$
s
s
s

$
$
$
s
$

(534,638)
(9,599)

2
(544,235)

30 Net Profit (Loss) s 74,208 $ 130,186 $ 204,394

31 Rate Base $ 17,821,272 $ 276,744 $ 18,098,016

32 Earned Rate of Return 3.47% 4.14%

Notes and Source
Col.A: AAWC Filing, Schedule C-1
CoI.B; Schedule C,1
Col.C: CoI.A + CoI.B
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DIRECT TESTIMONY
OF

KARLA o. TEASLEY

EXHIBIT no. 1.00

1 I. WITNESS IDENTIFICATION AND BACKGROUND

2 Q1. Please state your name.

3 A. My name is Karla O."Teasley.

4 Q2. Please state yourbusiness address.

5 A. 300 North Water Works Drive, Belleville, Illinois 62223.

6 QS. By whom are you employed and in what capacity?

7 A. I am employed by Illinois-American Water Company ("lAws" or "Company"), and

8 serve as President of the Company.

9 Q4. Please summarize your education and employment history.

10 I hold a bachelor's degree from the University of Wisconsin (Eau Claire) and a

11 Juris Doctor from the University of Minnesota Law School. I am a member of the

12 bar in Minnesota and Florida, currently on inactive status in both states. I have

13 been President of the Company since January 2007. Since graduating from law

14 school in 1983, I have held increasingly responsible positions in the public utility

15 industry. Between 1983 and 1989, I was a staff attorney for Minnesota Power

16 based in Duluth, Minnesota. From 1989 through 1997, I was Vice President,

17 General Counsel, Secretary and Director of Florida Water Services, a privately

18 owned water and wastewater utility based in Orlando, Florida. in addition to my

19 duties as Secretary for the Board of Directors, I provided all in-house legal

20 services for the utility including contracts, regulatory affairs (including rate and

21 environmental regulation), human resources, bond issues, eminent domain and

22 real property. From 1997 through January 2007, I was a Vice President of

23

A.

Louisville Water Company in Louisville, Kentucky. When l left that position, I had
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275

276

277

this proceeding on April 18, 2007 which ordered the Company to undertake the

commitments agreed to in the stipulation. The Commission also ordered lAWs

to take certain steps with regard to record keeping and reporting, customer

service and communication, hydrant inspection, and billing.

278

279

Q27. Have you prepared information regarding the status of the compliance with

the Docket 05-0681 requirements?

280 A. Yes. IAWC Exhibit 1.03 shows each requirement of the Docket 05-0681 Order,

281 and indicates the status of the Company's compliance with each such

282 requirement.

283 VII. INCENTIVE COMPENSATION

284

285

Q28. Has the Company proposed recovery of expense related to payments

under an incentive compensation plan?

286 A.

287

288

289

No. In the Docket 07-0507 Order, the Commission denied recovery of incentive

compensation expense due to the presence of a parent company financial

trigger. In recognition of the Commission's concern as stated in Docket 07-0507,

IAWC will not pursue rate recovery of this cost.

290 VIII. DEMAND AND COST-OF-SERVICE STUDIES

291 Q29. Did the Commission establish other requirements in the Docket 07-0507

292 Order issued in the Company's last rate case?

293 A.

294

295

296

Yes. In the Docket 07-0507 Order, the Commission required IAWC to, in its next

rate proceeding, perform a Demand Study and Cost of Service Study and

address several matters related to the design of IAWC's rates. Also, in the

Docket 08-0463 Order, the Commission initiated a rate design investigation

13
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PUBLIC SERVICE COMMISSION
OF wEsT VIRGINIA

CHARLESTON

At a session of the Public Service Commission of West Virginia, in the City of Charleston,
on the 20th day of November 2009.

Case No. 08-1761-G-PC

HOPE GAS, INC., db DOMINION HOPE,
DOMINION RESOURCES, INC., and
PEOPLES HOPE GAS COMPANIES, LLC, .

Joint petition for consent and approval Of the
purchase and sale of the common stock of Hope
Gas, Inc., and related relief.

Case No. 08-1783-G-42T

HOPE GAS, INC., db DOMINION HOPE,
a private utility, Clarksburg, Harrison County.

Rule 42T application to increase gas rates and
charges.

COMMISSION ORDER ON THE REQUEST
FOR INCREASED RATES AND CHARGES

Public Service Commission
of W¢st Virginia

Charleston



Staff recommended calculating bad debt by using a three-year average from the years
2005-2007, yielding an uncollectible rate of2.475%. Staff also adjusted the revenue arnountapplied
to the uncollectible rate, but accepted a revised allowance for bad debt from Richwood Hospital.
StaffEx. 6A at 18-21 »

The Commission agrees with the use of a three-year average to determine a reasonable going
level uncollectible rate. We note that the use of a three-year average is consistent with prior
precedent for calculating the amount of uncollectible accounts. 2008 WVAWC Order at 56-57. The
average rate proposed by the CAD and Staff are nearly identical. The Commission is not convinced,
however, that Hope will be able to collect the expenses from the Richwood Hospital in the
bankruptcy proceeding. The Commission finds that the prudent course is for Hope to tile a
bankruptcy claim in the Richwood Hospital proceeding, but allow the revised three-year amortization
of $270,707 in the Commission revenue requirement calculation. Because the Staff calculations
include the $270,707, we will adopt Staff s calculation of going level uncollectibles. The
Commission refuses to penalize Hope for providing service to a community hospital despite its
.financial difficulties, but in the future Hope should take reasonable steps to recover its losses
including, at a minimum, filing a bankruptcy claim; In the event that Hope recovers all or part of the
amounts owed in the banlauptcy proceeding, the Commission may adj use the amortization in a future
rate case. In addition, that recovery may affect net write-offs to reduce average uncollectibles
allowed in future cases.

6. Out of Period Gasoline

Hope included $l25,538 in gasoline expenses in its calculation that it incurred outside of the
test year. Staff and CAD each recommended that the Commission remove that amount from its
calculation. Staff Ex. 6A at 21 and CAD Ex. At 43-44. Hope justified retaining the gasoline
expenses in its calculation on price volatility. Ld- The Commission notes that gasoline expenses have
shown instability in the past few years, but more recently prices have stabilized. The Commission
believes that there is a sufficient basis to adjust the cost actually incurred during the test year, but
finds that allowing gasoline expenseswithin the cost of service calculation from outside the test year
distorts the expenses Hope incurred. The Commission accepts the recommendation from Staff and
CAD to remove the out of period gasoline expenses of $125,538.

7. Payroll and Benefit Expenses

a. Initial Positions

In its initial filing, Hope annualized actual salary figures from March 2008, the last month of
the test year. Hope adjusted its annualized salary figures to include a base pay increase for salaried
employees, union contract increases and incentive compensation for non-union employees. Hope
Ex. 12 at 7. Hope also made adjustments to its revenue requirement calculations for various benefit
cost increases, including medical, dental and insurance plans. LL at 8.
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CAD initially recommended a series of adjustments reducing the Hope calculations to reflect
a lower employee count and a different approach to incentive compensation. CAD Ex. 9 at 54-59.
CAD also initially suggested reversing an adjustment Hope made tO OPEB expenses ofS33,440. L.
at 75-76.

Staff submitted a separate employee salary and benefit calculation based on an annualization
of actual salary figures from February 2009, instead ofMarch 2008. Staff calculated a gross annual
base payroll of$ l0,416,236 instead oftheHope figure of $10,864,102 StafflEx. 6A ate. Staff then
apportioned the gross payroll, with 14.26% assigned to capital accounts and 85.74% to O&M
accounts, yielding a final Staff recommendation of $8,930,881 in cost of service. LL at 7.

Staff recommended rejecting* a vacation accrual credit of $92,680 (expensed to $79,464)
because it presented updated payroll figures from the Hope numbers. Li- Staff also recommended
rejecting any further payroll adjustment for merit increases beyond that included in the F ebruary2009
payroll numbers as speculative, eliminating $93,479 (expensed to $80, 149). Ld- at7-8. Hope initially
included a recommendation for a scheduled union contract increase on April l, 2009 of $297,832-,
but Staff calculated that increase at$278,099, removing $19,733 (expensed to $l6,9l9) from its
calculation. Staff also included a prior union progression in its updated payroll calculation mooting
an adjustment of $9,818 (expensed to $8,418). ld. at 9.

Staff also recommended reducing the FICA adjustment Hope proposed, arguing that Hope
overstated its costs because not all employee salary is subject to employment taxes and other Hope
salary calculations are inconsistent with its adjustment. Staff recommended adjusting going level
FICA expenses by only $20,858 instead of$157,182. Staff also recommended reducing going level
VEBA expenses for Hope by an additional $16,913 to account for the updated payroll. L. at 14.
Finally, Hope proposed adjustments for a series of employee benefits including medical, dental, life
insurance, savings plans and other miscellaneous benefits L- at 15-17. Staff recommended
reducing the combined Hope adjustment for these benefits of$774,668 by $27 l ,666 for a total Staff
recommended adjustment' of $503,002. Staff noted that its numbers were based on costs from 2009
while Hope derived its estimates from 2007 projections. L-

Staff also recommended that the Commission reject the inclusion of a portion of the Hope
incentive compensation program.. Hope included an adjustment of $366,823 in its payroll
calculations for a three-year average of employee bonuses. The bonus program is based partially on
corporate earnings goals and partially on operational goals for non-officers and solely earnings based
for corporate officers. L- at9-11 . Staffrecommended reducing the bonus adjustment to a proportion
of the goals Staff argued is operationally related, 35%, yielding a reduced adjustment of $128,388.
Staff also recommended rejecting a separate bonus category for corporate officers contained in
expenses charged by the affiliated service company. Ld- at 12. That charge is discussed at
Section IV. E.l4 below.

4 A discussion of the pension credit that Hope also included in this adjustment is discussed
separately in Sections IV, D. ll at IV. E. 2 above.
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b. Payroll and Benefit Expenses - Agreement of the Parties

The parties subsequently agreed to most of the Staffproposal for calculating Hope payroll and
benefit costs. In rebuttal testimony, Hope announced that it agreed with using payroll from February
2009 instead of the March 2008 figures Hope initially filed. Hope Ex. 10 ate. Hope noted that using
the Staff payroll calculation included the adjustment for a union progression Hope initially proposed
and stated that the updated payroll figures eliminated the need for a vacation adjustment. Ld. at 5-6.
Hope also adopted the Staff figures on its VEBA adjustment and the calculations for benefits
including medical, dental, life insurance, savings plans and miscellaneous benefits. Ll- at 7-8.
Finally, Hope also adopted the Staff FICA adjustment. Hope Ex. 14 at 13. Hope disagreed,
however, with the method Staff recommended for handling annual bonus pay with an updated
adjustment of $330,017, and sought merit raises for non-officer salary employees for 2009. Hope
Ex. 10 at 4, 6.

At hearing, CAD announced dart it accepted the Staff proposal using February 2009 payroll
calculations and associated benefit cost calculations. Tr. Vol. I at 110. CAD also decided to
withdraw its recommendation to reverse a $33,440 adjustment Hope made to OPEB expenses. ld.
at 111.

Based on the testimony summarized above, the parties reached agreement on most payroll and
benefit issues, adopting the Staff calculations annualizing February 2009 Hope payroll. The
Commission accepts the recommendation of the parties on these issues and includes the February
2009 payroll and Staff adjustments on the agreed payroll issues into its cost of service calculation.,

c. Merit Pay Increases

Hope continued to advocate for merit increases for its non-officer salary employees for 2009,
characterizing the $84,099 increase as a known and measurable change. Hope Ex. 10 at 6.

Staff, however, objected on the basis of a recent Commission decision denying a request to
include similar non-officer salary expenses into the cost of service calculations because of the current
economic climate. Staff Initial Brief at 14-16 and 2008 WVAWC Order at 51. CAD also opposed
any additional merit increase based on the current economic climate, citing the same order. CAD
Initial Brief at 89-90.

The Commission continues to view merit increases for non-officer salary positions as being
questionable during periods of economic hardship and high unemployment. These salary increases,
although known and reasonable, do not meet a prudence test given the financial conditions we are
facing. With continuing financial turmoil in the national and global economy, the Commission
rejects the necessity for ratepayers to bear this expense and excludes the adj vestment Hope proposed.
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d. Incentive Compensation

Hope advocated for the Commission to include the cost of its incentive compensation
programs for direct Hope employees, arguing that the incentive plan encourages employees to set and
achieve scored goals. It noted that its 2009 incentive compensation was not included in the Staff
calculation because those incentives took effect in March 2009. Hope Ex. 10 at 4. Hope urged the
Commission to include an adj vestment from the February 2009 payroll figures, adding an additional
$330,017 for incentive compensation.

CAD urged the Commission to divide financial responsibility for incentive compensation costs
equally between ratepayers and Dominion shareholders through the calculation. CAD argued that
both ratepayers and shareholders benefit from the fruits of incentive compensation and both parties
should pay for those expenses. It asserted that there is no assurance from Hope of future bonus
payments to employees. CAD Initial Brief at 85-89. Staff also recommended dividing the cost of
the incentive compensation plan between ratepayers and shareholders, but recommended that
shareholders pay65% of cost because Staff believed that 65% of the incentive goals tracked earnings
goals instead of operations goals. Staff Ex. 6A at ll.

On the current record before" us, the Commission finds that the incentive plan benefits
ratepayers by providing incentives to Hope employees to meet improved operational goals. The
Commission declines the invitations from CAD and Staff to mathematically quantify the percentage
of the effect that the incentive program benefits Dominion shareholders versus ratepayers. As shown
by the record in this matter and Hope arguments, emphasis from incentive goals shifts over time in
response to differing priorities. The Commission will continue to allow the incentive program in its
calculation, adopting Hope's adjustment of $330,017.

8. Interest on Customer Deposits

CAD suggested an adjustment reducing going level rate base by $47,302 and increasing O&M
expense by $18,054 to reflect interest Payments on customer deposits. CAD justified the adjustments
on the basis that Hope reduced its rate base calculation by the amount omits customer deposits. CAD
also noted that the Commission recently established a 1.00% interest rate on customer deposits in
General Order 18530. CAD Ex. at 60-61. No party raised an objection to the CAD adjustments.

The Commission adopts the CAD adjustments as a reasonable treatment to recognize the
availability of customer deposits while compensating Hope for the cost of the capital it holds as
customer deposits .

9. Rent Expenses

The parties initially disagreed over an adjustment Hope made regarding expenses for facilities
Hope uses in Weston and Clarksburg, Staff initially recommended an adjustment of S123,896 that
included a new lease for the Clarksburg facility but excluded any costs for a Weston facility. Staff
Ex. 6A at 22. CAD also recommended removing any cost allowance for the Weston facility and
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to justify. While CAD recommended against including 100% of the local dues, it recommended
retaining 60% oflAGA dues. CAD justified the split on AGA dues with an audit from the National
Association of Regulatory Utility Commissioners ("NARUC") showing that approximately 40% of
AGA expenses are applied to uses such as lobbying, advocacy or promotional activities. Based on
the NARUC audit, CAD recommended removing $ l0,831 in AGA dues. Together with the reduction
CAD recommended for local dues, it recommended a total reduction of$24,214 in dues costs from
the Commission cost of service calculation. CAD Ex. 9 at 70-74.

Hope objected to the CAD recommendation in rebuttal testimony, arguing that these local
organizations provide contacts that assist in attracting and maintaining customers. It also argued that
the AGA provides useful operationalassistance, helps Hope by monitoring legislative development
and promotes the natural gas industry. Hope Ex. 10 at 16-17.

The Commission adopts the CAD position regarding AGA dues. Splitting the cost between
ratepayers and shareholders on the basis of the amount of AGA dues applied to functions related to
delivery of natural gas is a reasonable allocation method. The Commission also agrees with CAD
that Hope has not provided specific information to justify finding that dues in local chambers of
commerce are a cost of providing natural gas service. The Commission reduces the Hope expenses
for these items by $24,214, including disallowance of local dues and 40% of Hope AGA dues.

14. DRS Charges

CAD and Staff challenged a number of expenses Hope included in its going level expenses
that Dominion Resources Services, Inc. ("DRS"), the Dominion service company, billed to Hope.
CAD recommended disallowing eight separate categories of DRS charges totaling $364,570 in costs
including (i) 50% of incentive compensation to senior management provided through DRS ,
(ii) membership dues, (iii) lobbying expenses, (iv) public relations expenses, (v) charitable
contributions, (vi) social club dues, (vii) corporate sponsored sporting events and (viii) S134,979 in
corporate aviation costs. CAD Ex. 9 at 77-78. CAD argued that the expenses, except for incentive
compensation, are not required for providing gas service and do not benefit ratepayers. CAD Initial
Brief at 100. CAD split the incentive compensation charge as a reflection of the shared benefit of
incentive compensation to both shareholders and ratepayers. Staff also recommended that the
Commission eliminate a similar list of expenses (except for aviation charges) for a total of $378,833 l .
Staff Ex. 13 at 16-17. Staff assertedthat Dominion stockholders benefit from these expenses and
therefore should bear them. M.

Hope objected to the CAD and Staff recommendations regarding the protested DRS charges.
Hope argued that the incentive compensation charges from DRS are a necessary part of the package
Dominion uses to attract and retain talented executives. It defended the aviation charges as legitimate
expenses that are individually charged on the basis of each flight. Hope justified the media expenses
DRS charged, asserting that those expenses support the office within Dominion that maintains copies
of current tariffs and prepares bill inserts, including any required by Commission rules. Hope Ex.
13 at 16-17. Hope did not specifically address the recommendations regarding expenses including
social club dues and sports tickets. See, Case file generally.
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The Commission believes that these costs from DRS are not directly related to Hope providing
reliable natural gas service to its customers. The Commission fails to see how membership dues,
social club dues and sports tickets substantially enhance service to customers. Evidence in the record
regarding corporate aviation charges is also insufficient to justify including those expenses in the
revenue requirement calculations. The Commission is also not convinced that Dominion lobbying
efforts benefit Hope ratepayers and agrees wide the recommendation to disallow those costs .

The Commission has no desire to dissuade Hope or any utility from making reasonable
charitable contributions to the communities they serve, but believes that charitable donations are a
cost that should be borne by shareholders who can influence decisions regarding support to charitable
organizations, and not by ratepayers that have no say in those decisions. The Commission will not
accept the DRS charges for charitable contributions to Hope. The Commission notes that it
distinguishes the Targeted Gas Energy Efficiency Program ("T/GEEP") from other charitable
contributions and discusses that program separately below.

Hope did make a briefreference in testimony regarding the use of media expenses, noting that
the recipient of those costs maintain current tariffs and prepare bill inserts. The record does not
indicate, however, any specific benefits of those fees, and the Commission views any DRS costs
associated with maintaining current tariffs skeptically. The Commission cannot accept DRS charges
for media affairs based on the record.

The Corrnnission accepts the Staff recommendation regarding incentive compensation
expenses for senior management charged by DRS to Hope. As noted by Mr. McKeown, Hope has
no senior management of its own and relies on DRS to provide those functions. While the
Commission is sympathetic to the desires of Hope to attract and retain talented employees, Hope
executives should consider the current economic climate in their bonus requests. As discussed above
regarding merit increases for other salary employees, the Commission cannot justify bonus costs for
Hope executives in the midst of protracted economic turmoil. The Commission disallows the DRS
charges listed above removing $378,831 Staff recommended plus $134,979 in aviation costs for a
total of $513,810 from the cost of service calculations.

15. Adjustments for Hope Addendum

CAD recommended a net adjustment reducing expenses by $2,096 to account for the tax
implications of removing the post test year additions to rate base in the addendum to Statement B
discussed above in the rate base section. CAD Ex. 9 at 80 and CAD Initial Brief at 102. Similarly,
Hope requested adjustments to reflect the addendum additions it proposed including 3867,123 for
depreciation, depletion and amortization expenses related to including the addendum plant in rate
base and $145,274 adjustment to tax expenses. Hope Initial Brief at 41. The Commission adopts
the CAD adjustment to synchronize the cost of service as consistent with its decision to exclude the
post test year addendum items from rate base consideration and denies the Hope adjustments on
similar grounds.
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:

Title:

Tom Broderick

Director, Rates 8» Regulation

Address: 2355 W. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 7-1

Pension expense from affiliates. Refer to AAWC's response to RUCO 2-61. (a)
Please explain the unusually large charge in December 2006 of $1 ,304,179 for
Account 506100, Pension, from the affiliated Service Company. (b) Please provide
the journal entries, and journal entry support, for the affiliated Service Company
charges to Account 506100, Pensions for December 2006. (c) Was the unusually
large charge in December 2006 of $1 ,304,179 for Account 506100, Pension, from
the affiliated Service Company addressed in any prior AAWC rate case? If not,
explain fully why not. If so, please identify the specific rate cases in which this was
addressed, and explain how it was addressed.

a) This is when the Service Company began to bill pension cost based on FAS 87
instead of ERISA. For an ERISA state such as AZ, there was an offsetting debit to
expense and credit to a regulatory asset for the difference between accruals (FAS
87) and contributions (ERISA).

b) Please see Attachment RUCO 7-1 Pension Expense from Affiliates.xls. The
$1 ,304,179 balance in account 506100 for December 2006 as shown on AAWC's
response to RUCO 2-61 includes the standard monthly Pension entry as well as
the $1 ,274,913 transition entry. The journal entry is displayed on the Pension JE
tab of the attachment.

Q.

c) AAWC has remained an ERISA state for ratemaking purposes. For AAWC, the
issue has not been revisited since the ACC's 1993 Decision No. 58419. AAWC
continues to debit a regulatory asset for the on-going difference between pension
accruals and contributions.
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MINUTES OF REGULAR MEETING OF THE

BOARD OF DIRECTORS OF

ARIZONA-AMERICAN WATER COMPANY

Held at The University Club, Sefton Library, 750 B Street, Suite 3400, San
Diego, California, and via videoconference at 1025 Laurel Oak Road. Voorhees,
New Jersey, on Monday, July 18, 2005, at 9:30 A.M. PDT.

Directors Present: .
R.D. Bloor
H.M. Duque
D.L. Georgeson
R.J. Kula
P.G. Towsley

Directors Absent:
J.D. McGivem

Also Present:
P.A. Lyman, Secretary
K.A. Tilden
B.K. Turner
Bob Waters via telephone

Mr. Towsley, President of the Company, called the meeting to order and
served as Chairman of the meeting. Ms. Lyman, Secretary of the Company,
recorded the minutes of the meeting.

Mr. McGovern having given notice that he was unavailable for the meeting, the
remaining directors waived notice of the time change and agreed to commence the
meeting early.

The minutes of the meeting of the Board of Directors held on April 11, 2005,
were presented to the meeting and, upon motion duly made, seconded and carried,
the following resolution was adopted:

Resolved, that the miNutes of the meeting of the board of
Directors of this Company, held on April 11, 2005, and the same
hereby are approved in the form presented at this meeting.

The Board considered a declaration of a cash dividend to shareholders and
concluded that financial performance for the second quarter 2005 does not warrant
payment of a quarterly dividend. '

I

Mr. Bloor then reported on the financial performance of the Company and a
brief discussion ensued. Operations results improved, although wet weather had
pushed demand down, demand has increased as the hotter months began. Free
Cash flow is ahead of plan due' to slowed capital spending, which is itself due to wet
weather and zoning issues which have affected the completion of the arsenic
programs. The earnings stream is close to plan ($200,000 below) but year-end

I
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b.

results are expected to be slightly ahead of plan. Value contribution is a negative
$20,000,000 due in large part to rate case lag.

Mr. Kula reported on operational issues facing the Company. The White
Tanks Regional Water Treatment plant plan project is in the contracting phase,
negotiations continue with Maricopa County on the many appurtenant contracts.
The design and construction team is standing by. The Arizona Corporations
Commission has been briefed and there will be a filing this month.

Due to winter rains, conservation measures are not anticipated at this time.

The Service First program is starting shortly and will be managed out of a
service center in Thousand Oaks, CA.

'f

A neighborhood group, BuryTheTanks, has filed a complaint to stop the
construction of certain tanks in Paradise Valley near the City of Scottsdale which are
associated with the arsenic treatment project. The plaintiffs are asking the Company
to bury the tanks. The project costs $16,500,000 project, which already includes
spending $1 ,000,000 for aesthetics. The plaintiffs are asking for another $2,500,000
of alleged aesthetic improvements.

The arsenic treatment program in the City of Tubac is waiting for the Arizona
Department of Environmental Quality decision on Point-of-Use treatment technology.
If that technology can be used in Tubac, the initial cost savings will be significant.
Point-of-Use requires ongoing operations and maintenance costs that are higher
than the ongoing costs of a centralized treatment project.

The engineering function and the operations staff are geared up to optimize
the installation of the arsenic treatment units and to improve time of recovery of the
costs in rate base.

The development of the Anthem community is accelerating as new homes are
coming on line quicker than anticipated. This could move up the date of required
refunds of development fees due to the developer into 2007. In this community,
100% of development costs have to be refunded to the developer as there was great
competition to win the project; Usually about 50% of development costs go into the
cost of the homes. Now that all of the developer costs will be showing up in rates,
the residents have expressed concern about rising rates.

Next, Mr. Bloor reported on recent regulatory developments. We will be using
a surcharge to recover the costs of arsenic treatment which will hasten return.

Mr. Turner reported on new business developments. The Company has been
investigating a new technology for arsenic treatment which does not have a waste
stream that goes into the environment. The waste product removed form the water
is shipped back to the vendor of the process for disposal.

2 Minutes of July 18, 2005 Meeting
AZ Board of Direclors
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s

stream that goes into the environment. The waste product removed form the water
is shipped back to the vendor of the process for disposal.

Mr. Towsley reported on the dates for future meeting in 2005:

Monday, October 10, 2005 at 11:00 AM.MDT in Phoenix, AZ, and
Monday, December 12, 2005 at 12:00 PM PST in San Diego, CA.

After a general discussion of the Company and, upon motion duly made,
seconded and unanimously adopted, the meeting was adjourned at 10:20 A.M.

Fiatricia A. Lyman, secretary

3 Minutes of July 18, 2005 Meeting
Az Board of Directors
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EXECUTIVE SUMMARY
ARIZONA-AMERICAN UTILITIES INC.

DOCKET nos. W-01303A-09-0343 AND SW-01303A-09-0343

The direct testimony of Staff witness Juan C. Manrique addresses the following issues:

Capital Structure - Staff recommends that the Commission adopt a capital structure for Arizona-
American Water Company ("Company") for this proceeding consisting of 61.14 percent debt
and 38.86 percent equity. Staff" s capital structure includes short-term debt excluded by the
Company.

Cost of Equity - Staff recommends that the Commission adopt a 10.7 percent return on equity
("ROE") for the Company. Staffs estimated ROE for the Company is based on cost of equity
estimates for the sample companies ranging from 9.7 percent for the discounted cash flow
method ("DCF") to 10.0 percent for the capital asset pricing model ("CAPM"). Staffs ROE
recommendation includes a 0.8 percent upward adjustment to reflect a higher financial risk in the
Company's capital structure compared to that of the sample companies.

Overall Rate of Return -.- Staff recommends that the Commission adopt a 7.2 percent overall rate
of return ("ROR").

Dr. Villadsen's Testimony - The Commission should reject the Company's proposed 12.25
percent ROE for the following reasons:

Dr. Villadsen's DCF estimates rely exclusively on analyst's forecasts, do not consider
dividend per share growth, omit relevant water utility sample data and include a
methodology that uses ROE as a dependent variable that is derived by inappropriately
equating the sample companies' market value capital structure weighted average costs of
capital after-tax to the Company's book value capital structure weighted average cost of
capital after-tax.
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1 I. INTRODUCTION

2 Q.

3 A.

4

5

Please state your name, occupation, and business address.

My name is Juan C. Manrique. I am a Public Utilities Analyst employed by the Arizona

Corporation Commission ("ACC" or "Commission") in the Utilities Division ("Staff").

My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7 Q-

8

9

10

Briefly describe your responsibilities as a Public Utilities Analyst.

In my position as a Public Utilities Analyst, I perform studies to estimate the cost of

capital component in rate filings to determine the overall revenue requirement and analyze

requests for financing authorizations.

12 Q- Please describe your educational background and professional experience.

13 A.

14

15

16

I graduated from Arizona State University and received a Bachelor of Science degree in

Finance. My course of studies included courses in corporate and international finance,

investments, accounting, statistics, and economics. I began employment as a Staff Public

Utilities Analyst in October 2008. My professional experience includes two years as a

Loan Officer with a homebuilder and as an Associate for an Investor Relations firm.17

18

19 Q-

20

21

22

23

A.

A.

What is the scope of your testimony in this case?

My testimony provides Staffs recommended capital structure, return on equity ("ROE")

and overall rate of return ("ROR") for establishing the revenue requirements for Arizona-

American Water Company's ("Arizona-American" or "Company") pending water division

and wastewater division rate applications.
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1 Q- Please provide a brief description of Arizona-American.

2 A.

3

4

5

6

7

Arizona-American is a public service corporation engaged in the provision of water and

wastewater utility service in portions of Maricopa, Mohave, and Santa Cruz Counties. The

Company currently serves approximately 100,000 water customers and 50,000 sewer

customers in the state. Arizona-American is owned by American Water Works Company

Inc. ("AWK"), which is publicly traded on the New York Stock Exchange. AWK

provides regulated water and wastewater services in 20 states.

8

9

10

Summary of Testimony and Recommendations

Briefly summarize how Staff's cost of capital testimony is organized.

11

12

13

14

15

16

17

18

19

20

Q-

A. Staffs cost of capital testimony is presented in ten sections. Section I is this introduction.

Section II discusses the concept of weighted average cost of capital ("WACC"). Section

IH presents the concept of capital structure and presents Staffs recommended capital

structure for Arizona-American in this proceeding. Section IV discusses the concepts of

return on equity ("ROE") and risk. Section V presents the methods employed by Staff to

estimate Arizona-American's ROE. Section VI presents the findings of Staffs ROE

analysis. Section VII presents Staffs final cost of equity estimates for Arizona-American.

Section VIII presents Staffs ROR recommendation. Section IX presents Staff s

comments on the direct testimony of the Company's witness, Dr. Bente Villadsen.

Finally, section X presents the conclusions.

21

22

23

Q- Have you prepared any exhibits to accompany your testimony?

24

A. Yes. I prepared nine schedules (JCM-1 to JCM-9) that support Staffs cost of capital

analysis.
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1 Q. What is Staffs recommended rate of return for Arizona-American?

2 A.

3

4

5

6

7

Staff recommends a 7.2 percent overall ROR as shown in Schedule JCM-1. Staffs ROR

recommendation is based on cost of equity estimates for Arizona-American that range

from 9.7 percent using the discounted cash flow method ("DCF") to 10.0 percent using the

capital asset pricing model ("CAPM"). Staffs ROR recommendation reflects a 0.8

percent upward adjustment to the estimated ROE to account for a higher financial risk in

the Company's capital structure compared to that of the sample companies.

8

9

10 Q.

11

Arizona-American's Proposed Overall Rate of Return

Briefly summarize Arizona-American's proposed capital structure, cost of debt,

return on equity and overall rate of return for this proceeding.

12 A.

13

Table 1 summarizes the Company's proposed capital structure, cost of debt, return on

equity and overall rate of return in this proceeding:

14

15 Table 1

Weight Cost
Weighted
Cost

Long-term Debt
Common Equity
Cost of Capital/ROR

54.85%
45. 15%

5.5%
12.3%

3.0%
5.5%
8.5%

16

17 Arizona-American is proposing an overall rate of return of 8.5 percent.

18

19 II. THE WEIGHTED AVERAGE COST OF CAPITAL

20 Q. Briefly explain the cost of capital concept.

21

22

A. The cost of capital is the opportunity cost of choosing one investment over others with

equivalent risk. In other words, the cost of capital is the return that stakeholders expect
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1

2

for investing their financial resources in a determined business venture over another

business venture.

3

4 Q. What is the overall cost of capital?

5

6

A. The cost of capital to a company issuing a variety of securities (i.e., stock and

indebtedness) is an average of the cost rates on all issued securities adjusted to reflect the

relative amounts for each security in the company's entire capital structure. Thus, the

overall cost of capital is the WACC.

7

8

9

10 Q. How is the WACC calculated"

11 A. The WACC is calculated by adding the weighted expected returns of a firm's securities.

The WACC formula is:

Equation 1.

12

13

14 n

WACC W t f t15

16

17

18

In this equation, W,- is the weight given to the iii security (the proportion of the it security

relative to the portfolio) and Fl is the expected return on the it security.

Z
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l Q. Can you provide an example demonstrating application of Equation 1?

2 A.

3

4

Yes. For this example, assume that an entity has a capital structure composed of 60

percent debt and 40 percent equity. Also, assume that the embedded cost of debt is 6.0

percent and the expected return on equity, i.e., the cost of equity, is 10.5 percent.

Calculation of the WACC is as follows:5

6
WACC = (60% * 60%) + (40% * 10.5%)

7

8
WACC = 3.60% + 4.20%

WACC 1 7.80%
9

10

11

12

The weighted average cost of capital in this example is 7.80 percent. The entity in this

example would need to earn an overall rate of return of 7.80 percent to cover its cost of

capital.

13

14 111. CAPITAL STRUCTURE

15

16

Background

Please explain the capital structure concept.Q.

17

18

19

A. The capital structure of a limy is the relative proportions of each type of security--short-

term debt, long-term debt (including capital leases), preferred stock and common stock--

that are used to finance the firm's assets.

20

21

22

Q- How is the capital structure expressed?

A.

23

24

The capital structure of a company is expressed as the percentage of each component of

the capital structure (capital leases, short-term debt, long-term debt, preferred stock and

common stock) relative to the entire capital structure.



Component %

Capital Leases $20,000 ($20,000/$200,000) 10.0%

Long-Term Debt $85,000 ($85,000/$200,000) 42.5%

Preferred Stock $15,000 ($15,000/$200,000) 7.5%

Common Stock $80,000 ($80,000/$200,000) 40.0%

Total $200,000 100%

Direct Testimony of Juan C. Manrique
Docket Nos. W-01303A-09-0343 et al
Page 13

As an example, the capital structure for an entity that is financed by $20,000 of capital

leases, $85,000 of long-term debt, $15,000 of preferred stock and $80,000 of common

stock is shown in Table 2.

1

2

3

4

5 Table 2

The capital structure in this example is composed of 0.0 percent short~term debt, 10.0

percent capital leases, 42.5 percent long-term debt, 7.5 percent preferred stock and 40.0

percent common stock.

6

7

8

9

10

11

12

13

14

15

16

Arizona-American's Capital Structure

Q. What capital structure does Arizona-American propose?

A. The Company proposes a capital structure composed of 54.85 percent debt and 45.15

percent common equity. The Company's proposed capital structure reflects projected

amounts for equity and long-term debt and entirely excludes $51,214,077 of actual short-

debt at test year end.



Amount outstanding
as of 12/31/2009

Percentage
of Capital
Structure

44.55%$177,530,205Long-Term Debt

Short-Term Debt 16.59%$66,094,877

61.14%Total Debt $243,625,082

38.86%$154,855,430
Total Common
Equity

100.00%$398,480,512Total Capitalization

Direct Testimony of Juan C. Manrique
Docket Nos. W-01303A-09-0343 et al
Page 14

Q. How does Arizona-American's capital structure compare to capital structures of

publicly traded water utilities?

Schedule JCM-4 shows the capital structures of six publicly traded water companies

("sample water companies") as of June 2009. The average capital structure for the sample

water utilities is comprised of approximately 50.2 percent debt and 49.8 percent equity.

Q-

A. Staff recommends a capital structure composed of 61.14 percent debt and 38.86 percent

equity.

Staffs Capital Structure

What is Staff's recommended capital structure for Arizona-American?

Q- Why does Staffs recommended capital structure differ from the Company's

proposed capital structure?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

A. Staff used updated information that represents preliminary December 31, 2009, amounts

provided by the Company in response to Staff Data Request 13.1. The table below shows

the updated capital structure provided to and adopted by Staff

17

18
19

ARIZONA AMERICAN WATER COMPANY CAPITAL STRUCTURE

20

21

22
23
24
25
26
27
28
29
30
31
32

A.
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l Iv. RETURN ON EQUITY

2

3

Background

Please define the term "cost of equity capital.Q. as

4

5

6

The cost of equity is the rate of return that investors expect to earn on their investment in a

business entity given its risk. In other words, the cost of equity to the entity is the

investors' expected rate of return on other investments of similar risk. As investors have a

wide selection of stocks to choose from, they will choose stocks with similar risks but

higher returns. Therefore, the market determines the entity's cost of equity.

7

8

9

10 Q. Is there a correlation between interest rates and the cost of equity?

11

12

13

A.

14

Yes. The cost of equity tends to move in the same direction as interest rates. This

relationship is part of the CAPM formula. The CAPM is a market-based model employed

by Staff for estimating the cost of equity. The CAPM is further discussed in Section V of

this testimony.

15

16

17

18

Q. What has been the general trend of interest rates in recent years?

19

20

A.

A. A chronological chart of interest rates is a good tool to show interest rate history and

identify trends. Chart 1 graphs intermediate U.S. treasury rates from January 2000 to

January 2010.



chart 1: Average Yield on 5-, 7-, & 10-Year Treasuries
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Chart I shows that intermediate interest rates trended downward from 2000 to mid-2003

then turned slightly upward until mid-2007, trended downward through early-2009 and

have trended upward in the past year.

Q. What has been the general trend in interest rates longer term?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A. U.S. Treasury rates from 1959 to present are shown in Chart 2. The chart shows that

interest rates trended upward through the mid-1980s and have trended downward over the

last 25 years.



Chart 2: History of 5- and 10-Year Treasury Yields
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1

2

3

4

5

6

7

8

9

10

12

13

14

Q. Do these trends suggest anything in terms of cost of equity?

15

16

17

18

19

A. Yes. As previously demonstrated, interest rates and cost of equity tend to move in the

same direction, therefore, cost of equity has declined in the past 25 years.

20

21

Q. Do actual returns represent the cost of equity?

A. No. The cost of equity represents investors' expected returns and not realized returns.
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1 Q-

2

3

Is there any information available that leads to an understanding of the relationship

between the equity returns required for a regulated water utility and those required

in the market as a whole?

4

5

6

7

Yes. A comparison of betas, a component of the CAPM discussed in Section V, for the

water utility industry and the market provide insight into this relationship. The average

beta (0.80>' for a water utility is lower than the theoretical average beta for all stocks (1.0).

According to the CAPM formula, the cost of equity capital moves in the same direction as

8 beta. Since the beta for the water utility industry is lower than the beta for the market, the

9

10

implication is that the required return on equity for a regulated water utility is below the

average required return on the market.

12 Risk

13 Q. Please define risk in relation to cost of capital.

14 A.

15

16

17

18

Risk, as it relates to an investment, is the variability or uncertainty of the returns on a

particular security. Investors are risk averse and require a greater potential return to invest

in relatively greater risk opportunities, i.e., investors require compensation for taking

on additional risk. Risk is generally separated into two components. Those components

are market risk (systematic risk) and non-market risk (diversifiable risk or firm-specific

19 risk).

20

21 Q. What is market risk?

22 A.

23

Market risk or systematic risk is the risk of an investment that cannot be reduced through

diversification. Market risk stems from factors that affect all securities such as recessions,

24

25

war, inflation and high interest rates. Since these factors affect the entire market they

cannot be eliminated through diversification. Market risk does not impact each security to

A.

1 See Schedule JCM-7
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1

2

the same degree. The degree to which any security's returns is affected by the market can

be measured using Beta. Beta reflects the business risk and the financial risk of a security.

3

4 Q. Please define business risk.

5 Business risk is the fluctuation of earnings inherent in a firm's operations and environment

6

7

8

such as competition and adverse economic conditions that may impair its ability to

provide returns on investment. Companies in the same or similar line of business tend to

experience the same fluctuations in business cycles.

9

10 Q. Please define financial risk.

11 A. Financial risk is the fluctuation of earnings inherent in using debt financing by a firm that

12 may impair its ability to provide adequate return. The more a company uses debt

13 financing, the more the company becomes exposed to financial risk.

14

15 Q. Do business risk and financial risk affect the cost of equity?

16 A. Yes.

17

18 Q. Is a firm subject to any other risk?

19 Yes.

20

21

Firms are also subject to unsystematic or firm-specific risk. Examples of

unsystematic risk include losses caused by labor problems, nationalization of assets, loss

of a big client or weather conditions. Investors can eliminate firm-specific risk by holding

22

A.

A.

a diverse portfolio, thus, it is not of concern to diversified investors.



Direct Testimony of Juan C. Manrique
Docket Nos. W-01303A-09-0343 et al
Page 20

1 Q.

2

How does Arizona-American's financial risk compare to the sample water

companies' financial risk from the perspective of an investor?

3

4

5

6

7

8

9

10

From an investor's perspective, Arizona-American's capital structure is more risky than

the sample water companies. Schedule JCM-4 shows the capital structures of the six

publicly traded water companies ("sample water companies") as of June 2009, as well as

Arizona~American's actual capital structure. As of June 2009, the sample water utilities

were capitalized with approximately 50.2 percent debt and 49.8 percent equity, while

Arizona-American's capital structure consists of approximately 61.14 percent debt and

38.86 percent equity. Thus, Arizona-American's shareholders bear more financial risk

than the shareholders of the sample companies.

11

12 Q. Is firm-specific risk measured by beta?

13 A. No. Firm-specific risk is not measured by beta.

14

15 Q. Is the cost of equity affected by firm-specific risk?

16 A.

17

No. Since firm-specific risk can be eliminated through diversification, it does not affect

the cost of equity.

18

19 Q. Can investors expect additional returns for firm-speciiic risk?

20 A.

21

22

No. Investors who hold diversified portfolios can eliminate firm-specific risk, and

consequently, do not require any additional return. Since investors who choose to be less

than fully diversified must compete in the market with fully diversified investors, the

23

A.

former cannot expect to be compensated for unique risk.
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1 ESTIMATING THE COST OF EQUITY

2

v.

Introduction

3

4

Q.

A.

5

6

Did Staff directly estimate the cost of equity for Arizona-American?

No. Since Arizona-American is not a publicly-traded company, Staff is unable to directly

estimate Arizona-American's cost of equity due to the unavailability of financial

information. Instead, Staff uses an average of a representative sample group to reduce the

sample error resulting from random fluctuations in the market at the time the information

is gathered.

7

8

9

10 Q. What companies did Staff select as proxies or comparables for Arizona-American?

11

12

13

14

Staff 's sample consists of the following six publicly-traded water utilities: American

States Water, California Water, Connecticut Water Services, Middlesex Water, Aqua

America and SJW Corp. Staff chose these companies because they are publicly-traded

and receive the majority of their earnings from regulated operations,

Q. Please explain the relevance of using six water companies as a proxy for the

wastewater division 0fArizona-American.

A. While the provision of wastewater service is different from the provision of water service,

water and wastewater utilities are subject to similar risk factors and regulatory oversight.

Therefore, the sample water companies are an appropriate proxy for the wastewater

division of Arizona-American as well as the water division.

15

16

17

18

19

20

21

22

23

24

25

A.

Q.

A.

What models did Staff implement to estimate Arizona-American's cost of equity?

Staff used two market-based models to estimate the cost of equity for Arizona-American:

the DCF model and the CAPM.



Direct Testimony of Juan C. Manrique
Docket Nos. W-01303A-09-0343 et al
Page 22

Q- Please explain why Staff chose the DCF and CAPM models.

A. Staff chose to use the DCF and CAPM models because they are widely recognized

market-based models and have been used extensively to estimate the cost of equity. An

explanation of the DCF and CAPM models follows.

Discounted Cash Flow Model Analysis

Q, Please provide a brief summary of the theory upon which the DCF method of

A.

estimating the cost of equity is based.

The DCF method of stock valuation is based on the theory that the value of an investment

is equal to the sum of the future cash flows generated from the aforementioned investment

discounted to the present time. This method uses expected dividends, market price and

dividend growth rate to calculate the cost of capital. Professor Myron Gordon pioneered

the DCF method in the 1960s. The DCF method has become widely used to estimate the

cost of equity for public utilities due to its theoretical merit and its simplicity. Staff used

the financial information for the relevant six sample companies in the DCF model and

averaged the results to determine an estimated cost of equity for the sample companies.

Q. Does Staff use more than one version of the DCF?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

A. Yes. Staff uses two versions of the DCF model: the constant-growth DCF and the multi-

stage or non-constant growth DCF. The constant-growth DCF assumes that an entity's

dividends will grow indefinitely at the same rate. The multi-stage growth DCF model

assumes the dividend growth rate will change at some point in the future.
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The Constant-Growth DCF

Q. What is the mathematical formula used in Staff's constant-growth DCF analysis?

1

2

3

4

A. The constant-growth DCF formula used in Staff's analysis is:

Equation 2 :

K DI --8
E

where 1 K

DI

1%
g

the cost of equity

the expected annual dividend

the current stock price

the expected infinite annual growth rate of dividends

Equation 2 assumes that the entity has a constant earnings retention rate and that its

earnings are expected to grow at a constant rate. According to Equation 2, a stock with a

current market price of $10 per share, an expected annual dividend of $0.45 per share and

an expected dividend growth rate of 3.0 percent per year has a cost of equity to the entity

of 7.5 percent reflected by the sum of the dividend yield ($0.45/ $10 = 4.5 percent) and the

3.0 percent annual dividend growth rate.

Q- How did Staff calculate the dividend yield component (D1/P0) of the constant-growth

DCF formula?

5

6

7

8

9

10

11

12

13

14

15

16

17

A. Staff calculated the yield component of the DCF formula by dividing the expected annual

dividends (DI) by the spot stock price (P0) after the close of the market January 6, 2010, as

reportedby MSN Money.

2 Value Line Summary & Index. 1-6-10
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1 Q.

2

Why did Staff use the January 6, 2010, spot price rather than a historical average

stock price to calculate the dividend yield component of the DCF formula?

3 A.

4

5

6

Current, rather than historic, market stock price is used in order to be consistent with

finance theory, i.e., the efficient market hypothesis. The efficient market hypothesis

asserts that the current stock price reflects all available information on a stock including

investors' expectations of future returns. Use of a historical average of stock prices

illogically discounts the most recent information in favor of less recent information. The

latter is stale and is representative of underlying conditions that may have changed.

7

8

9

10 Q. How did Staff estimate the dividend growth (g) component of the constant-growth

DCF model represented by Equation 2?11

12

13

14

A. The dividend growth component used by Staff is determined by the average of six

different estimation methods as shown in Schedule JCM-8. Staff calculated historical and

projected growth estimates on dividend-per-share ("DPS"),3 earnings-per-share ("EPS")4

and sustainable growth bases.15

16

17

18

19

Q. Why did Staff examine EPS growth to estimate the dividend growth component of

the constant-growth DCF model?

A.

20

21

Historic and projected EPS growth are used because dividends are related to earnings.

Dividend distributions may exceed earnings in the short run but cannot continue

indefinitely. In the long term, dividend distributions are dependent on earnings.

3 Derived from information provided by Value Line
4 Derived from information provided by Value Line
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Q. How did Staff estimate historical DPS growth?

A. Staff estimated historical DPS growth by calculating the average rate of growth in DPS of

the sample water companies from 1998 to 2008. The results of that calculation are shown

in Schedule JCM-5. Staff calculated an average historical DPS growth rate of 3.1 percent

for the sample water utilities for the aforementioned period.

Q. How did Staff estimate the projected DPS growth?

A. Staff calculated an average of the projected DPS growth rates for the sample water utilities

from Va/ue Line. The average projected DPS growth rate is 4.1 percent, as shown in

Schedule JCM-5 .

Q- How did Staff calculate the historical EPS growth rate?

A. Staff estimated historical EPS growth by calculating the average rate of growth in EPS of

the sample water companies from 1998 to 2008. Staff calculated an average historical

EPS growth rate of 3.3 percent for the sample water utilities for the aforementioned

period, as shown in Schedule JCM-5.

Q- How did Staff estimate the projected EPS growth?

A. Staff calculated an average of the projected EPS growth rates for the sample water utilities

from Value Line. The average projected EPS growth rate is 9.7 percent, as shown in

Schedule JCM-5 .

Q. How does Staff calculate its historical and projected sustainable growth rates?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A. Historical and projected sustainable growth rates are calculated by adding their respective

retention growth rate terms (br) to their respective stock financing growth rate terms (vs),

as shown in Schedule JCM-6.
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1 Q. What is retention growth?

2 A.

3

4

Retention growth is the growth in dividends due to the retention of earnings. The

retention growth concept is based on the theory that dividend growth cannot be achieved

unless the company retains and reinvests some of its earnings. The retention growth is

used in Staff' s calculation of sustainable growth shown in Schedule JCM-6.5

6

7

8

Q- What is the formula for the retention growth rate"

A. The retention growth rate is the product of the retention ratio and the book/accounting

return on equity. The retention growth rate formula is:9

10

Equation 3 :

Retention Growth Rate : Br

where : b
r

the retention ratio (1 - dividend payout ratio)

the accounting/book return on common equity

11

12

13

Q-

14 A.

How did Staff calculate the average historical retention growth rate (br) for the

sample water utilities?

Staff calculated the historical retention rates by averaging the retention rates for the

sample water companies from 1999 to 2008. The historical average retention (br) growth

for the sample water utilities is 3.0 percent, as shown in Schedule JCM-6.

15

16

17

Q- How did Staff determine projected retention growth rate (br) for the sample water18

19

20

21

22

A.

utilities?

Staff used the retention growth projections for the sample water utilities for the period

2012 to 2014 from Value Line. The projected average retention growth rate for the sample

water utilities is 6.1 percent, as shown in Schedule JCM-6.
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1 Q. When can retention growth provide a reasonable estimate of future dividend

2

3 A.

4

5

6

growth?

The retention growth rate is a reasonable estimate of future dividend growth when the

retention ratio is reasonably constant and the entity's market price to book value ("market-

to-book ratio") is expected to be 1.0. The average retention ratio has been reasonably

constant in recent years. However, the market-to-book ratio for the sample water utilities

is 1.8, notably higher than 1.0, as shown in Schedule JCM-7.7

8

9

10

Q. Is there any financial implication of a market-to-book ratio greater than 1.0?

A.

11

12

13

14

15

16

17

18

19

20

21

Yes. A market-to-book ratio greater than 1.0 implies that investors expect an entity to

earn an accounting/book return on its equity that exceeds its cost of equity. The

relationship between required returns and expected cash Hows is readily observed in the

fixed securities market. For example, assume an entity contemplating issuance of bonds

with a face value of $10 million at either 6 percent or 8 percent, and thus, paying annual

interest of $600,000 or $800,000, respectively. Regardless of investors' required return on

similar bonds, investors will be willing to pay more for the bonds if issued at 8 percent

than if the bonds are issued at 6 percent. For example, if the current interest rate required

by investors is 6 percent, then they would bid $10 million for the 6 percent bonds and

more than $10 million for the 8 percent bonds. Similarly, if equity investors require a 9

percent return and expect an entity to earn accounting/book returns of 13 percent, the

market will bid up the price of the entity's stock to provide the required return of 9

22 percent.
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1

2

Q. How has Staff generally recognized a market-to-book ratio exceeding 1.0 in its cost of

3

4

A.

equity analyses in recent years?

Staff has assumed that investors expect the market-to-book ratio to remain greater than

1.0. Given that assumption, Staff has added a stock financing growth rate (vs) term to the

retention ratio (br) term to calculate its historical and projected sustainable growth rates.5

6

Q. Do the historical and projected sustainable growth rates Staff uses to develop its

DCF cost of equity in this case continue to include a stock financing growth rate

term?

7

8

9

10 A. Yes.

Q- What is stock financing growth"

13

14

A.

15

16

17

18

Stock financing growth is the growth in an entity's dividends due to the sale of stock by

that entity. Stock financing growth is a concept derived by Myron Gordon and discussed

in his book The Cost of Capital Zo a Public Utility.5 Stock financing growth is the product

of the fraction of the funds raised from the sale of stock that accrues to existing

shareholders (v) and the fraction resulting from dividing the funds raised from the sale of

stock by the existing common equity (s).

5 Gordon, Myron J. The Cost of CapitaI to a Public Utility. MSU Public Utilities Studies, Michigan, 1974. pp 31-35.
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1 Q. What is the mathematical formula for the stock financing growth rate?

2 The mathematical formula for stock financing growth is:

Equation 4 :

Stock Financing Growth = vs

where : v

s

Fraction of the funds raised from the sale of stock that accrues

to existing shareholders

Funds raised from the sale of stock as a fraction of the existing

common equity

3

4 Q. How is the variable v presented above calculated?

5 A. Variable v is calculated as follows:

Equation 5 :

v _._ I  _ book value

market value

6

7

8

For example, assume that a share of stock has a $30 book value and is selling for $45.

Then, to land the value of, the formula is applied:

v I

9

10

In this example, v is equal to 0.33.

11 Q. How is the variable s presented above calculated?

Variable s is calculated as follows:

Equation 6:

12

13

14

15

A.

A.

S
Funds raised from the issuance of stock

Total existing common equity before the issuance
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1

2

For example, assume that an entity has $150 in existing equity, and it sells $30 of stock.

Then, to find the value ors, the formula is applied:

s
30

150

3

4

In this example, s is equal to 20.0 percent.

5

6

Q. What is the vs term when the market-to-book ratio is equal to 1.0?

A.

7

8

9

10

11

A market-to-book ratio equal to 1.0 reflects that investors expect an entity to earn a

book/accounting return on their equity investment equal to the cost of equity. When the

market-to-book ratio is equal to 1.0, none of the funds raised from the sale of stock by the

entity accrues to the benefit of existing shareholders, i.e., the term v is equal to zero (0.0).

Consequently, the vs term is also equal to zero (0.0). When stock financing growth is

zero, dividend growth depends solely on the Br term.

12

13

14

Q- What is the effect of the vs term when the market-to-book ratio is greater than 1.0?

A.

15

16

17

18

19

20

21

22

A market-to-book ratio greater than 1.0 reflects that investors expect an entity to earn a

book/accounting return on their equity investment greater than the cost of equity.

Equation 5 shows that when the market-to-book ratio is greater than 1.0 the v term is also

greater than zero. The excess by which new shares are issued and sold over book value

per share of outstanding stock is a contribution that accrues to existing stockholders in the

form of a higher book value. The resulting higher book value leads to higher expected

earnings and dividends. Continued growth from the vs term is dependent upon the

continued issuance and sale of additional shares at a price that exceeds book value per

share.
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1 Q. What vs estimate did Staff calculate from its analysis of the sample water utilities?

2

3

4

A. Staff estimated an average stock financing growth of 2.2 percent for the sample water

utilities, as shown in Schedule JCM-6.

5

6

Q. What would occur if an entity had a market-to-book ratio greater than 1.0 as a result

of investors expecting earnings to exceed the cost of equity capital and the entity

subsequently experienced newly-authorized rates equal to its cost of equity capital?7

8

9

10

A. Market pressure on the entity's stock price to reflect the change in future expected cash

flows would cause the market-to-book ratio to move toward 1.0.

Q- Is inclusion of the vs term necessary if the average market-to-book ratio of the

sample water utilities falls to 1.0 due to authorized ROEs equaling the cost of equity?

13

14

A. No. As discussed above, when the market-to-book ratio is equal to 1.0, none of the funds

raised from the sale of stock by the entity accrues to the benefit of existing shareholders

because the v term equals to zero, and consequently, the vs term also equals zero. When

the market-to-book ratio equals 1.0, dividend growth depends solely on the be term.

Staff's inclusion of the vs term assumes that the market-to-book ratio continues to exceed

1.0 and that the water utilities will continue to issue and sell stock at prices above book

value with the effect of benefitting existing shareholders.

15

16

17

18

19

20

21 Q. What are Staffs historical and projected sustainable growth rates?

22

23

24

25

A. Staffs estimated historical sustainable growth rate is 5.2 percent based on an analysis of

earnings retention for the sample water companies. Staffs projected sustainable growth

rate is 9.1 percent based on retention growth projected by Value Line. Schedule JCM-6

presents Staffs estimates of the sustainable growth rate.
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1 Q- What is Staff's expected infinite annual growth rate in dividends?

2 A.

3

4

Staffs expected infinite annual growth rate in dividends is 5.8 percent which is the

average of historical and projected dividends per share ("DPS"), earnings per share

("EPS"), and sustainable growth estimates. Staff" s calculation of the expected infinite

annual growth rate in dividends is shown in Schedule JCM-8.5

6

Q- What is Staff's constant-growth DCF estimate for the sample utilities?7

8

9

10

A. Staffs constant-growth DCF estimate is 9.3 percent, as shown in Schedule JCM-3 .

11

The Multi-Stage DCF

Q. Why did Staff implement the multi -stage DCF model to estimate Arizona-

American's cost of equity?12

13

14

A.

15

Staff generally uses the multi-stage DCF model to consider the assumption that dividends

may not grow at a constant rate. The multi-stage DCF uses two stages of growth. The

first stage is four years followed by the second constant growth stage.
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1 Q. What is the mathematical formula for the multi-stage DCF?

2 A. The multi-stage DCF formula is shown in the following equation:

Equation 7 :
\n

IE
n

D/

(1+K)'
+ Dull-l-gnl

K-gn (1+K)l

Where : P
D

0

I

current stock price

dividends expected during stage 1

cost of equity

years of non - constant growth

dividend expected in year n

constant rate of growth expected after year n

K

n

D"

8"

3

4 Q. What steps did Staff take to implement its multi-stage DCF cost of equity model?

5

6

7

8

A.

9

First, Staff projected future dividends for each of the sample water utilities using near-

term and long-term growth rates. Second, Staff calculated the rate (cost of equity) which

equates the present value of the forecasted dividends to the current stock price for each of

the sample water utilities. Lastly, Staff calculated an average of the individual sample

company cost of equity estimates.

10

11 Q- How did Staff calculate near-term (stage-1) growth?

12 A.

13

14

The stage-l growth rate is based on Value Lines 's projected dividends for the next twelve

months, when available, and on the average dividend growth rate (5.8 percent) calculated

in Staff's constant DCF analysis for the remainder of the stage.
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1 Q. How did Staff estimate long-term (stage-2) growth?

2 A.

3

4

Staff calculated the stage-2 growth rate using the arithmetic mean rate of growth in GDP

from 1929 to 2008.6 Using the GDP growth rate assumes that the water utility industry is

expected to grow at the same rate as the overall economy.

5

6 Q. What is the historical GDP growth rate that Staff used to estimate stage-2 growth?

A. Staff used 6.7 percent to estimate the stage-2 growth rate.7

8

9

10

Q. What is Staff's multi-stage DCF estimate for the sample utilities?

A. Staffs multi-stage DCF estimate is 10.0 percent, as shown in Schedule JCM-3.

11

12 Q- What is Staff's overall DCF estimate for the sample utilities?

13

14

A.

15

Staff' s overall DCF estimate is 9.7 percent. Staff calculated the overall DCF estimate by

averaging the constant growth DCF (9.3%) and multi-stage DCF (10.0%) estimates, as

shown in Schedule JCM-3 .

16

17

18

19

Capital Asset Pricing Model

Please describe the CAPM.

20

21

22

23

24

Q.

A. The CAPM is used to determine the prices of securities in a competitive market. The

CAPM model describes the relationship between a security's investment risk and its

market rate of return. Under the CAPM, an investor requires the expected return of a

security to equal the rate on a risk-free security plus a risk premium. If the investor's

expected return does not meet or beat the required return, the investment is not

economically justified. The model also assumes that investors will sufficiently diversify

6 www.bea.doc.gov
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1

2

3

their investments to eliminate any non-systematic or unique risk.7 In 1990, Professors

Harry Markowitz, William Sharpe, and Merton Miller earned the Nobel Prize in

Economic Sciences for their contribution to the development of the CAPM.

4

5 Q- Did Staff use the same sample water utilities in its CAPM and DCF cost of equity

6 estimation analyses?

7 A.

8

Yes. Staffs CAPM cost of equity estimation analysis uses the same sample water

companies as its DCF cost of equity estimation analysis.

9

10 Q- What is the mathematical formula for the CAPM?

11 A. The mathematical formula for the CAPM is:

12

Equation 8 :

K -- Rf +p(Rm -R/>

where : Rf

Rm

3
Rm "Rf

K

risk free rate

return on market

beta

market risk premium

expected return

13

14

15

16

The equation shows that the expected return (K) on a risky asset is equal to the risk-free

interest rate (Rf) plus the product of the market risk premium ("Rp") (Rm - Rf) multiplied

by beta (B) where beta represents the riskiness of the investment relative to the market.

7 The CAPM makes the following assumptions: l) single holding period, 2) perfect and competitive securities
market, 3) no transaction costs, 4) no restrictions on short selling or borrowing, 5) the existence of a risk-free rate,
and 6) homogeneous expectations.
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1 Q. What is the risk free rate?

2 A. The risk free rate is the rate of return of an investment with zero risk.

3

4 Q- What does Staff use as surrogates to represent estimations of the risk-free rates of

interest in its historical and current market risk premium CAPM methods?5

6 A.

7

8

9

10

Staff uses separate parameters as surrogates for the estimations of the risk-free rates of

interest for the historical market risk premium CAPM cost of equity estimation and the

current market risk premium CAPM cost of equity estimation. Staff uses the average of

three (live-, seven-, and ten-year) intermediate-term U.S. Treasury securities' spot rates in

its historical market risk premium CAPM cost of equity estimation, and the 30-year U.S.

Treasury bond spot rate in its current market risk premium CAPM cost of equity

estimation. Rates on U.S. Treasuries are largely verifiable and readily available.

11

12

13

14 Q- What does beta measure?

15 A.

16

17

18

19

Beta measures the volatility, or systematic risk, of a security relative to the market. Since

systematic risk cannot be diversified away, it is the only risk that is relevant when

estimating a security's required return. Using a baseline market beta of 1.0, a security

with a beta less than 1.0 will be less volatile than the market. A security with a beta

greater than 1.0 will be more volatile than the market.

20

21 Q. How did Staff estimate Arizona-American's beta?

22

23

24

25

26

A. Staff used the average of the Value Line betas for the sample water utilities as a proxy for

Arizona-American's beta. Schedule JCM-7 shows the Value Line betas for each of the

sample water utilities. The 0.80 average beta for the sample water utilities is Staffs

estimated beta for Arizona-American. A security with a 0.80 beta has less volatility than

the market.
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1 Please describe expected market risk premium (Rm - Rf)?

2

Q-

A. The expected market risk premium is the expected return on the market above the risk free

rate. Simplified, it is the return an investor expects as compensation for market risk.3

4

5

6

Q- What did Staff use for the market risk premium?

A. Staff uses separate calculations for the market risk premium in its historical and current

market risk premium CAPM methods.7

8

9

10

Q- How did Staff calculate an estimate for the market risk premium in its historical

market risk premium CAPM method?

11

12

13

14

Staff uses the intermediate-term government bond income returns published in the

Ibbotson Associates' Stocks, Bonds, Bills, and Inflation 2008 Yearbook to calculate the

historical market risk premium. lbbotson Associates calculates the historical risk

premium by averaging the historical arithmetic differences between the S&P 500 and the

intermediate-term government bond income returns for the period 1926-2008. Staff s

historical market risk premium estimate is 6.9 percent, as shown in Schedule JCM-3 .

15

16

17

18 Q.

19

How did Staff calculate an estimate for the market risk premium in its current

market risk premium CAPM method?

20

21

A.

22

23

24

Staff solves equation 8 above to arrive at a market risk premium using a DCF derived

expected return (K) of 12.67 (2.0 + l0.678) percent using the expected dividend yield (2.0

percent over the next twelve months) and the annual per share growth rate (10.67 percent)

that Value Line projects for all dividend-paying stocks under its reviews along with the

current long-term risk-free rate (30-year Treasury note at 4.70 percent) and the market's

A.

8 The three to five year price appreciation is 50%. 1.50025
9 January 6, 2010 issue date.

l 10.67%
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1

2

average beta of 1.0. Staff calculated the current market risk premium as 7.97,10 as shown

in Schedule JCM-3 .

3

4 Q. What is the result of Staffs historical market risk premium CAPM and current

market risk premium CAPM cost of equity estimations for the sample utilities?5

6 A. Staffs cost of equity estimates are 8.8 percent using the historical market risk premium

CAPM and 11.1 using the current market risk premium CAPM.7

8

9

10

Q. What is Staff's overall CAPM estimate for the sample utilities?

A.

11

12

Staffs overall CAPM cost of equity estimate is 10.0 percent which is the average of the

historical market risk premium CAPM (8.8 percent) and the current market risk premium

CAPM (l l.l percent) estimates, as shown in Schedule JCM-3 .

13

14 VI.

15

16

Q.

SUMMARY OF STAFF'S COST OF EQUITY ANALYSIS

What is the result of Staffs constant-growth DCF analysis to estimate the cost of

equity to the sample water utilities?

17

18

19

A. Schedule JCM-3 shows the result of Staff' s constant-growth DCF analysis. The result of

Staffs constant-growth DCF analysis is as follows:

20

21

k 3.5% + 5.8%

22 k 9.3%

23

24

25

Staffs constant-growth DCF estimate of the cost of equity to the sample water utilities is

9.3 percent.

10 12.67% = 4.70% + (1) (7.97%)
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l Q-

2

What is the result of Staff's multi-stage DCF analysis to estimate of the cost of equity

for the sample utilities?

3

4

Schedule JCM-9 shows the result of Staffs multi-stage DCF analysis. The result of

Staffs multi-stage DCF analysis is:

Company Equity Cost
Estimate (k)

5

6

7
8
9

10
11
12
13
14
15

American States Water
California Water
Aqua America
Connecticut Water
Middlesex Water
SJW Corp

9.5%
10.0%
9.8%
10.4%
10.9%
9.6%

Average 10.0%

16

17

18

Staffs multi-stage DCF estimate of the cost of equity for the sample water utilities is 10.0

percent.

19

20 Q- What is Staff's overall DCF estimate of the cost of equity for the sample utilities?

21

22

Staffs overall DCF estimate of the cost of equity for the sample utilities is 9.7 percent.

Staff calculated an overall DCF cost of equity estimate by averaging Staffs constant

growth DCF (9.3 percent) and Staffs multi-stage DCF (10.0 percent) estimates, as shown

in Schedule JCM-3 .

23

24

25

Q. What is the result of Staff's historical market risk premium CAPM analysis to

estimate of the cost of equity for the sample utilities?

26

27

28

29

30

A. Schedule JCM-3 shows the result of Staffs CAPM analysis using the historical risk

premium estimate. The result is as follows:

k 3.3% + 0.80*6.9%

A.

A.

k 8.8%
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1

2

Staffs CAPM estimate (using the historical market risk premium) of the cost of equity to

the sample water utilities is 8.8 percent.

3

4 Q. What is the result of Staffs current market risk premium CAPM analysis to

5 estimate the cost of equity for the sample utilities?

6 A. Schedule JCM-3 shows the result of Staffs CAPM analysis using the current market risk

7 premium estimate. The result is:

8
k 4.7% + 0.80*8.0%

9

k 11.1%
10

12

Staffs CAPM estimate (using the current market risk premium) of the cost of equity to the

sample water utilities is 11.1 percent.

13

14 Q- What is Staff's overall CAPM estimate of the cost of equity for the sample utilities?

15 A.

16

17

Staffs overall CAPM estimate for the sample utilities is 10.0 percent. Staff's overall

CAPM estimate is the average of the historical market risk premium CAPM (8.8 percent)

and the current market risk premium CAPM (11.1 percent) estimates, as shown in

18 Schedule JCM-3.

19

20 Q- Please summarize the results of Staff's east of equity analysis for the sample utilities.

21 A. The following table shows the results of Staffs cost of equity analysis:

22

23 Table 2

Estimate
9.7%

Method Una
Average DCF Estimate
Avera e CAPMEstimate

Overall Avera
10.0%
9.90,
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1 Staff' s average estimate of the cost of equity to the sample water utilities is 9.9 percent.

2

3 VII.

4 Q.

FINAL COST OF EQUITY ESTIMATES FOR ARIZONA-AMERICAN

Please compare Arizona-American's capital structure to that of the six sample water

companies.5

6 A.

7

8

9

10

11

12

The average capital structure for the sample water utilities is composed of 49.8 percent

equity and 50.2 percent debt, as shown in Schedule JCM-4. Arizona-American's capital

structure is composed of 38.86 percent equity and 61.14 percent debt. In this case, since

Arizona-American's capital structure is more leveraged than that of the average sample

water utilities' capital structure, its stockholders bear more financial risk than the sample

water utilities. Accordingly, Arizona-American's cost of equity is higher than that of the

sample water utilities.

13

14 Q. What method does Staff use to calculate the effect on the cost of equity capital of the

different financial risks posed by Arizona-American versus the sample companies?15

16

17

18

19

A.

20

21

22

23

24

Staff uses the methodology developed by Professor Robert Hamada of the University of

Chicago, which incorporates capital structure theory with the CAPM, to estimate the

effect of Arizona-American's capital structure on its cost of equity. Staff calculated a

financial risk adjustment for Arizona-American of positive 80 basis points (0.8 percent)

based on the Company's capital structure of 38.86 percent equity and 61.14 percent debt

in order to reflect the Company's actual financial risk. Arizona-American's cost of equity

adjusted for financial risk (10.7 percent) can be determined by adding this 0.8 percent

financial risk adjustment from Staffs average estimate of the cost of equity to the sample

water utilities (9.9 percent).
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Q. What is Staffs ROE estimate for Arizona-American?

Staff determined an ROE estimate of 9.9 percent for the Company based on cost of equity

estimates for the sample companies ranging from 9.7 percent for the DCF to 10.0 percent

for the CAPM. Staff recommends adoption of an 80 basis point upward financial risk

adjustment of the ROE to 10.7 percent.

Q.

A. Staff determined a 7.2 percent ROR for the Company, as shown in Schedule JCM-l and

the following table:

VIII. RATE OF RETURN RECOMMENDATION

What overall rate of return did Staff determine for Arizona-American?

1

2

3

4

5

6

7

8

9

10

11

12

13

Table 3

V§i9j.g_l1!..

Weighted
Cost

Short-Term and Long-term Debt
Common Equity

61.14%
38.86%

Cost

4.91%
10.7%

3.0%
4.2%

Overall ROR 7.2%

IX. STAFF RESPONSE TO COMPANY'S COST OF CAPITAL WITNESS DR.

BENTE VILLADSEN

14

15

16

17

18

19

20

21

22

23

Q. Please summarize Dr. Villadsen's analyses and recommendations.

A.

A.

Dr. Villadsen recommends a 12.25 percent ROE based on analyses for single and multi-

stage DCF models, the CAPM, and the empirical capital asset pricing model ("ECAPM")

for a sample of water companies and a sample of gas companies. Dr. Villadsen estimates

the cost of equity for the sample companies using these analyses. Then, she estimates an

after-tax weighted average cost of capital ("ATWACC") for each company in the water

and gas samples using each entity's market value capital structure. Lastly, she separately
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1

2

3

4

calculates an average ATWACC for each DCF analysis, for each CAPM analysis and for

each ECAPM analysis for the water and gas samples. She dismisses the water sample as

not credible due to the variability of those findings. Instead, she uses solely the gas

samples to arrive at her ROE.

5

6 Q. Has the Commission previously adopted the ATWACC methodology for determining

the cost of equity capital?7

8

9

10

A.

11

12

13

14

No. Use of the ATWACC methodology to estimate the cost of equity capital is not widely

accepted in the regulatory environment. The Commission has previously rejected the

ATWACC methodology recognizing that it produces an inflated estimate that would

overcompensate for financial risk and would require customers to overcompensate

investors.H Also, regulatory agencies in the United States generally use book values when

estimating the cost of capital of a public utility. The ATWACC methodology uses ROE

as a dependent variable that is derived by inappropriately equating the sample companies'

market value capital structure ATWACC to the Applicant's book value capital structure

ATWACC.

15

16

17

18 Q.

19

Does Staff have any comments on Dr. Villadsen's sole reliance on analysts' forecasts

to estimate DPS growth in her constant growth DCF estimates?

20

21

A.

22

23

24

Yes. Generally, analysts' forecasts are known to be overly optimistic. Sole use of

analysts' forecasts to calculate the growth in dividends (g), causes inflated growth, and

consequently, inflated cost of equity estimates. Also, relying only on analysts' forecasts

of earnings growth to forecast DPS is inappropriate because it assumes that investors do

not look at other relevant information such as past dividend and earnings growth.

" Decision Nos. 68858, 70209 and 70372.
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1 Q.

2

3

How does Staff respond to Dr. Villadsen's statement, "In other words, using

historical data provides no additional information to that captured in analyst

forecasts."12?

4

5

6

7

The appropriate growth rate to use in the DCF formula is the dividend growth rate

expected by investors, not analysts. Therefore, while analysts may have considered

historical measures of growth, it is reasonable to assume that investors also rely on past

growth. This calls for consideration of both analysts' forecasts as well as past growth.

8

9 Q_

10

Does Staff have any evidence to support its assertion that exclusive reliance on

analysts' forecasts of earnings growth in the DCF model would result in inflated cost

of equity estimates?

12 A.

13

14

15

16

17

Yes. Experts in the financial community have commented on the optimism in analysts'

forecasts of future earnings..3 A study cited by David Dre ran in his book Contrarian

Investment Strategies: The Next Generation found that Value Line analysts were

optimistic in their forecasts by 9 percent annually, on average for the 1987 -- 1989 period.

Another study conducted by David Dre ran found that between 1982 and 1997, analysts

overestimated the growth of earnings of companies in the S&P 500 by 188 percent.

18

19

20

21

22

Also, Burton Malkiel of Princeton University studied the one-year and five-year earnings

forecasts made by some of the most respected names in the investment business. His

results showed that the five-year estimates of professional analysts, when compared with

actual earnings growth rates, were much worse than the predictions from several naive

forecasting models, such as the long-run rate of growth of national income. In the

A.

12 Direct testimony of Dr. Benne Villadsen, page 53.
13 See Seidel, Jeremy J. Stocks for the Long Run. 2002. McGraw-Hill. New York. p. 100. Dre ran, David.
Contrarian Investment Strategies: The Next Generation. 1998. Simon & Schuster. New York. pp. 97-98. Malkiel,
Burton G. A Random Walk Down Wall Street. 2003. W.W. Norton & Co. New York. p. 175 .
Testimony of Professors Myron J. Gordon and Lawrence I. Gould, consultant to the Trial Staff (Common Carrier
Bureau), FCC Docket 79-63, p. 95 .
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1

2

following excerpt from Professor Malkiel's book A Random Walk Down Wall Street, he

discusses the results of his study:

3
4

5
6

7
8
9

10

When confronted with the poor record of their five-year growth
estimates, the security analysts honestly, if sheepishly, admitted
that fee years ahead is really too far in advance to make reliable
projections. They protested that although long-term projections
are admittedly important, they really ought to be judged on their
ability to project earnings changes one year ahead. Believe it or
not, it turned out that their one-year forecasts were even worse than
their five-year projections.

11
12
13
14

15
16

17
18

19

The analysts fought back gamely. They complained that it was
unfair to judge their performance on a wide cross section of
industries, because earnings for high-tech firms and various
"cyclical" companies are notoriously hard to forecast. "Try us on
utilities, " one analyst confidently asserted. At the time they were
considered among the most stable group of companies because of
government regulation. So we tried it and they did 't like it. Even
the forecasts for the stable utilities were far off the mark.]4
(Emphasis added)

20

21 Q. Are investors aware of the problems related to analysts' forecasts?

22 A.

23

24

25

Yes. In addition to books, there are numerous published articles appearing in The Wall

Street Journal and other financial publications that cast doubt as to how accurate research

analysts are in their forecasts.]5 Investors, being keenly aware of these inherent biases in

forecasts, will use other methods to assess future growth.

26

.14 Malkiel, Burton G. A Random Walk Down Wall Street. 2003. W.W. Norton & Co. New York. p, 175
15 See Smith, Randall & Craig, Suzanne. "Big Firms Had Research Ploy: Quiet Payments Among Rivals." The Wall
Street Journal. April 30, 2003. Brown, Ken. "Analysts: Still Coming Up Rosy." The Wall Street Journal. January
27, 2003. p. Cl. Karmin, Craig. "Profit Forecasts Become Anybody's Guess." The Wall Street Journal. January
21, 2003. p. Cl. Gasparino, Charles. "Merrill Lynch Investigation Widens." The Wall Street Journal. April 11,
2002. p. CO. Elstein, Aaron. "Earnings Estimates Are All Over the Map." The Wall Street Journal. August 2,
2001. p. Cl. Dre ran, David. "Don't Count on those Earnings Forecasts." Forbes. January 26, 1998. p. 110.
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1 Q- Should DPS growth be considered in a DCF analysis?

2

3

4

Yes. As previously stated on section V of this testimony, the current market price of a

stock is equal to the present value of all expected future dividends, not future earnings.

Professor Jeremy Siegel from the Wharton School of Finance stated:

5

6

7
8
9

10

11
12

Note that the price of the stock is always equal to the present value
of all future dividends and not the present value of future earnings.
Earnings not paid to investors can have value only if they are paid
as dividends or other cash disbursements at a later date. Valuing
stock as the present discounted value of future earnings is
manifestly wrong and greatly overstates the value of the firm.]6

13

14

15

16

17

In other words, investors pay attention to earnings as long as they are paid as dividends.

Earnings can easily be overstated. If investors do not receive dividends or other cash

disbursement at a later date, then such earnings are meaningless. Accordingly, historical

DPS growth should receive appropriate consideration in the estimation of DPS growth

component of the DCF cost of equity estimation model.

18

19 Q.

20

21

Does Staff have any comment on Dr. Villadsen's statements, "Therefore, using the

current risk-free rate in the risk-positioning models will not accurately reflect the

risk inherent in owning equity. Specifically, the increase in yield spread has to be

taken into acc0unt""]722

23 A.

24

25

26

27

Yes. Dr. Villadsen has chosen to add 125 basis points to the current estimate of the long-

term risk-free rate. She has chosen this method to account for the increase in yield spread

of corporate bonds over government bonds between 1991 and 2007. The use of this time

period is arbitrary. There is no indication given as to the significance of this time period

and its implications. Additionally, this implies that when the yield spread for corporate

A.

16 Seidel, Jeremy J. Stocks for the Long Run. 2002. McGraw-Hill. New York. P. 93.
17 Direct Testimony of Dr. Villadsen, Arizona-American, Docket No. W-01303A-09-0343, page 21 lines 16-18
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1

2

3

4

bonds over government bonds decreases, a deduction to the government bond rate is

appropriate to reflect the risk free rate. Moreover, in the CAPM formula when the risk

free rate is increased, the market risk premium decreases. Therefore, the cost of equity

estimate does not change by the same amount as the increase in the risk free rate as

proposed by Dr. Villadsen. The proper risk-free rate is that borne by the market.5

6

Q.7

8

9

10

Does Staff have any comment on Dr. Villadsen's statement, "While the Commission

Staff in the past has given weight to the water sample's DCF results, respectfully

submit that the high variability of these growth rates makes them very unreliable at

I

11

12

13

14

15

16

17

this point in time."18

The omission of the water sample is questionable. Dr. Villadsen suggests that inputs that

have outcomes that produce inconsistent results should be selectively eliminated. While

Staff recognizes the legitimacy of excluding outliers among data, wholesale exclusion of

variable results is not appropriate. Dr. ViIIadsen's water results are more variable than

Staffs due to her exclusive reliance on analysts' projections. Thus, while her water

sample analysis may not provide a useable output, Staff's cost of equity estimation model

includes a balance of inputs to provide a reliable result.

A.

18 Direct Testimony of Dr, Villadsen, Arizona-American, Docket No. W-01303A-09-0343, page 56 lines 5-7
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1 Q.

2

3

4

5

6

7

8

A.

9

10

What is Staffs response to Dr. Villadsen's quoting of Debra G. Coy in stating that

"investors have come to understand that 'low risk' water utilities in fact carry a

variety of potential risk, the largest of which is their raising need to repair and

replace aging infrastructure, resulting in high cape requirements, low depreciation

rates, and negative free cash flow, along with negative effects of regulatory lag on

earnings""19

Any accretion in perceived risk for water utilities by the market will be reflected in the

water utilities sample. Thus, Dr. Villadsen's choice not to use the water utilities sample

due to the variability of the growth rates simply discards the market information available

for the water utilities.

x .

Q.

11

12

13

14 A.

CONCLUSION

Please summarize Staffs recommendations.

Staff recommends that the Commission adopt a capital structure for Arizona-American in

this proceeding composed of 61.14 percent debt and 38.86 percent equity.15

16

17

18

Staff also recommends that the Commission adopt a 10.7 percent ROE for the Company,

based on Staffs cost of equity estimates that range from 9.7 percent to 10.0 percent for the

sample companies and to reflect an 80 basis point upward financial risk adjustment.

Q- Does this conclude your direct testimony?

19

20

21

22 A. Yes, it does.

19 Direct Testimony of Dr. Villadsen, Arizona-American, Docket No. W-01303A-09-0-43, page 32 lines 11-16
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EXECUTIVE SUMMARY
ARIZONA AMERICAN WATER COMPANY, INC.

DOCKET nos. W-01303A-09-0343 AND SW-01303A-09-0343

Arizona American Water Company Inc. ("AAWC" or "Company") is an Arizona for-
profit Class A public service corporation that provides water and wastewater utility service in
various communities throughout Arizona. This case is for the test year ended December 31,
2008.

On July 2, 2009, AAWC filed a general rate application. The Company has requested
increases for five systems in this case. The testimony of Gary T. McMurry pertains to three of
the five districts, Anthem/Agua Fria, Sun City, and Sun City West, all wastewater systems.

Anthem/Agua Fria

The Company proposes a revenue increase of $7,060,837, or 81.75 percent, from
$8,637,123 to $15,697,960 for the Anthem/Agua Fria wastewater district. The proposed rate
increase would produce an operating income of $4,071,858 for an 8.53 percent rate of return on
an original cost rate base ("'OCRB") of $47,735,732 Staffs revenue requirement of
$13,645,229 represents an increase of $5,008,l06, or 57.98 percent, for a 7.20 percent rate of
return on a Staff adjusted OCRB of $44,359,326.

Sun City

The Company proposes a revenue increase of $2,156,882, or 36.31 percent, from
$5,940,381 to $8,097,263 for the Sun City wastewater district. The proposed rate increase would
produce an operating income of $1,259,377 for an 8.53 percent rate of return on an original cost
rate base ("OCRB") of $14,764,087. Staffs revenue requirement of $7,556,858 represents an
increase of $1,616,477 or 27.21 percent, for a 7.20 percent rate of return on a Staff adjusted
OCRB of$l4,672,152.

Sun City West

The Company proposes a revenue increase of $1,480,756, or 26.15 percent, from
$5,661,710 to $7,142,475 for the Sun City West wastewater district. The proposed rate increase
would produce an operating income of $1,520,155 for an 8.53 percent rate of return on an
original cost rate base ("OCRB") of $l7,821,272. Staffs revenue requirement of $7,231,901
represents an increase of $1,570,191, or 27.73 percent, for a 7.20 percent rate of return on a Staff
adjusted OCRB of$18,169,383.
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Page 1

1

2

1.

Q.

INTRODUCTION

Please state your name, occupation, and business address.

3

4

A. My name is Gary McMurry. I am a Public Utilities Analyst employed by the Arizona

Corporation Commission ("ACC" or "Commission") in the Utilities Division ("Staff").

My business address is 1200 West Washington Street, Phoenix, Arizona 85007.5

6

7

8

Q. Please describe your educational background and professional experience.

9

10

12

I received a Bachelor of Science degree in Business Administration with a major in

Accounting from the University of Arizona. I have since been awarded two professional

designations, as a Certified Fraud Examiner and as a Certified Internal Auditor, after

successfully meeting the prescribed requirements established by each professional

organization.

13

14

15

16

My prior work experience includes approximately twenty years of auditing (both internal

and external), live additional years as a bank examiner, and two years of Investigations

work. Prior to joining the Commission, I was employed by the Office of Audit and

Analysis for the Department of Transportation primarily as a construction auditor.17

18

19

20

21

22

23

24

25

A.

In April 2007, I began employment at the Commission as a Public Utilities Analyst IV in

the Finance and Regulatory Analysis Section. Since coming to the Commission, I have

participated in a number of rate cases and other regulatory proceedings involving water

and gas utilities. I have also attended various seminars and classes on general regulatory

and business issues, including the National Association of Regulatory Utility

Commissioners ("NARUC") Utility Rate School and the Institute of Public Utilities

Annual Regulatory Studies Program ("Camp NARUC").
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1

2

Q. Briefly describe your responsibilities as a Public Utilities Analyst.

3

4

I am responsible for the examination and verification of financial and statistical

information included in assigned utility rate applications and other financial regulatory

matters. I develop revenue requirements, design rates, and prepare written reports,

testimony and schedules to present Staffs recommendations to the Commission.5

6

Q- What is the purpose of your testimony in this case?7

8

9

10

A.

11

12

13

14

The purpose of my testimony is to present Staffs analysis and recommendations

regarding the Arizona American Water Company Inc.'s ("AAWC" or "Company")

application for a permanent rate increase. I will present recommendations in the areas of

rate base, operating income, and the revenue requirement for the Anthem/Agua Fria, Sun

City, and Sun City West wastewater districts. Staff witness Gerald W. Becker is

presenting Staffs recommendations in the areas of rate base, operating income and the

revenue requirement for the Anthem and Sun City water districts. Staff witness Juan

Manrique is presenting Staffs cost of capital recommendations. Staff witness Jeff

Michlik is presenting Staffs rate design. Staff witness Dorothy Hains is presenting

Staff's engineering analysis and recommendations.

Q. What is the basis of Staff's recommendations?

15

16

17

18

19

20 A.

21

22

23

24

25

26

A.

I have performed a regulatory audit of the Company's records to determine whether

sufficient, relevant and reliable evidence exists to support the proposals in AAWC's rate

application. My regulatory audit consisted of the following: (1) examining and testing

AAWC's accounting ledgers, reports and supporting documents, (2) checking the

accumulation of amounts in the records, (3) tracing recorded amounts to source

documents, and (4) verifying that the Company-appiied accounting principles were in

accordance with the NARUC Uniform System of Accounts ("USOA").
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1 Q- How is your testimony organized?

2 A.

3

4

5

6

7

8

9

10

11

12

My testimony is presented in eleven sections. Section I is this introduction. Section II

provides a background of the Company. Section III is a summary of consumer service

issues. Section IV is a summary of proposed revenues. Section V is a summary of Staff s

rate base and operating income adjustments. Section VI presents Staffs rate base

recommendations regarding the Anthem/Agua Fria wastewater division. Section VII

presents Staffs operating income adjustment recommendation regarding the

Anthem/Agua Fria wastewater division. Section VIII presents Staffs rate base

recommendations regarding the Sun City wastewater division. Section IX presents Staffs

operating income adjustments regarding the Sun City wastewater division. Section X

presents Staffs rate base recommendations regarding the Sun City West wastewater

division. Section XI presents Staffs operating income adjustments regarding the Sun City

West wastewater division.13

14

15

16

Q. Have you prepared any schedules to accompany your testimony?

17

18

19

Yes. I prepared schedules GTM-1 to GTM-19 for the Anthem/Agua Fria wastewater

division, schedules GTM-l to GTM-17 for the Sun City wastewater division and

schedules GTM-1 to GTM-19 for the Sun City West wastewater division.

20

21

II.

Q.

BACKGROUND

What are the primary reasons for the Company's requested permanent rate

22

23

24

25

A.

A.

increase?

The Company's application states that it has lost over $31 million since AWW purchased

the assets of Citizens Water Resources in 2002 and that it lost $1.8 million in 2008 and

$4.6 million in 2007. The Company further states that its times interest earned ratio



Direct Testimony of Gary McMurry
Docket No. SW-01303A-09-0343, et al
Page 4

1

2

("TIER") was 0.44 at the end of 2006 and 0.52 at the end of 2008. The Company states

that a TIER of less than 1.0 is not sustainable in the long term.

3

4 Q- What test year did AAWC use in its filing?

5

6

A. AAWC's rate tiling is based on the twelve-month period that ended December 3 l, 2008.

Q. When were AAWC's present rates established?7

8

9

10

A. The Commission authorized the Company's present permanent rates for the Anthem/Agua

Fria wastewater districts in Decision No. 70372, dated June 13, 2008. The Commission

authorized the Company's present permanent rates for the Sun City and the Sun City West

wastewater districts in Decision No. 70209, dated March 20, 2008.11

12

13

14

111. CONSUMER SERVICE

Q. Please provide a brief summary of customer complaints received by the Commission

15

16 A.

regarding AAWC.

Staff reviewed the Commission's records for the period January 1, 2006, through January

1, 2009, and found:17

18

19 For the Anthem/Agua Fria Wastewater District there were five complaints (including

billing, rates, and quality of service issues) and no opinions.20

21

22

23

24

25

26

For the Sun City Wastewater District there were one complaint (rates and tariff) and no

opinions.

For the Sun City West Wastewater District there were three complaints (two for billing

issues and the other for rates) and no opinions.
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l

2

The Company is in good standing with Corporations Division. The Company is current

on all property and sales taxes.

3

4

5

6

Iv.

Q.

7

8

A.

SUMMARY OF PROPOSED REVENUES

Please summarize the Company's tiling for the Anthem/Agua Fria, Sun City, and

Sun City West wastewater systems.

The Company proposes the following revenues by district:

Svstem
Anthem/Agua Fria
Sun City
Sun City West

Test Year Revenue
$8,637,123
$5,940,381
$5,661 ,710

Company-Proposed
$15,697,960
$8,097,263
$7,142,466

$ Increase
$7,060,837
so, 156,882
so ,480,765

% Increase
81 .8%
36.3%
262%

9

10

11

12

13

14

15

16

17

18

The Company's proposed revenue, as filed, would provide an 8.53 percent rate of return

on the proposed $47,735,732 fair value rate base for the Anthem/Agua Fria division which

is the same as the proposed original cost rate base. The Company's proposed revenue, as

filed, would provide an 8.53 percent rate of return on the proposed $14,764,087 fair value

rate base for the Sun City wastewater division which is the same as the proposed original

cost rate base. The Company's proposed revenue, as filed, would provide an 8.53 percent

rate of return on the proposed $17,821,339 fair value rate base for the Sun City West

wastewater division which is the same as the proposed original cost rate base. The

proposed rate bases are summarized in Section V.

19

20 Q. Please summarize Staffs revenue requirement recommendation?

21

22

The Staff recommends the following revenues by district:

Svstem
Anthem/Agua Fria
Sun City
Sun City West

Test Year Revenue
$8,637,123
$5,940,381
$5,661,710

Staff-Recommended
$13 ,645 ,229
$7,556,858
$7,231 ,901

$ Increase
$5,008,106
$1,616,477
$1,570,191

% Increase
58.0%
27.2%
27.7%

23

A.
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1

2

3

4

5

6

Staffs recommended revenue would provide a 7.20 percent rate of return on the

recommended $44,359,326 fair value rate base for the Anthem/Agua Fria division which

is the same as the proposed original cost rate base. Staffs recommended revenue would

provide a 7.20 percent rate of return on the recommended $14,672,152 fair value rate base

for the Sun City wastewater division which is the same as the proposed original cost rate

base. Staffs recommended revenue would provide a 7.20 percent rate of return on the

recommended $18,169,383 fair value rate base for the Sun City West wastewater division

which is the same as the proposed original cost rate base. A summary of the

recommended rate base for each district is presented in Section V.

7

8

9

10

11 Q- Please compare Staffs revenue requirement recommendation to the Company's

proposal.12

13

14

15

Below is a comparison of Staffs recommended and the Company's proposed revenue

requirements:

Svstem
Anthem/Agua Fria
Sun City
Sun City West

Companv-Proposed
$15 ,697,960
$8,097,263
$7, 142,475

Staff-Recommended
S la ,645,229
$7,556,858
$7,231,901

$ Difference
($2,052,731)

($540,405)
$89,426

% Difference
(13. 1%)
(6.7%)
1.3%

v. SUMMARY OF STAFF'S RATE BASE AND OPERATING INCOME

1 6

17

18

1 9

20

21

ADJUSTMENTS

Fair Value Rate Base

Q. Does AAWC's application include schedules with elements of a Reconstruction Cost

22

23

24

A.

A.

New Rate Base?

No. The Company's application does not request recognition of a Reconstruction Cost

New Rate Base. Accordingly, Staff has treated the Company's original cost rate base

("OCRB") as its fair value rate base.



Direct Testimony of Gary McMurry
Docket No. SW-01303A-09-0343, et al
Page 7

1

2

Rate Base Summary

Q. Please summarize the Company's proposed and Staffs recommended rate base by

division.3

4 A. The Company-proposed and Staff-recommended rate base by division are presented

below:5

Svstem
Anthem/Agua Fria
Sun City
Sun City West

Companv-Proposed
$47,735,732
$14,764,087
$17,821,339

Staff-Recommended
$44,359,326
s14,672, 152
$18, 169,383

$ Difference
($3,376,406)

($91,935)
$348,044

% Difference
(7. 1 %)
(0.6%)
2.0%

6

Q. Please summarize Staffs rate base and operating income adjustments.7

8

9

A. The following is a summary of Staffs rate base and operating income adjustments:

10

11 Northwest Valley Regional

12

Anthem/Agua Fria Wastewater District Rate Base:

Treatment Facility ("NWVRTF") This $1,039,823 downward

adjustment reflects Staff" s allocation of the N RTF cost based on anticipated future capacity

between the Anthem/Agua Fria and the Sun City West districts.13

1 4

15

16

17

Ver r ado -.  This  adjus tment  removes  $1,838,637 per ta ining to excess  capaci ty.

This $112,206 downward adjustment reflects Staffs recalculation of the

18

Working Capital

Company's lead-lag analysis using Staff adjusted expenses.

1 9

20 Accumulated Deferred Income Taxes Debit

21

This $27,084 downward adjustment reflects an

amount consistent with that shown in the Company's audited financial statements.
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Contributions in Aid of Construction ("CIAC") - This $988,900 increase reflects reinstatement of

the pro forma removal by the Company of CIAC associated with construction work in progress

("CWIP").

Accumulated Depreciation -- This $630,244 downward adjustment reflects Staff' s allocation of

the N RTF accumulated depreciation based on anticipated future capacity between the

Anthem/Agua Fria and the Sun City West districts.

This adjustment reclassifies $487,000 in costs from the Structures and

Improvement Account to the Power Generator Account.

Generator Reclass

Anthem/Agua Fria Wastewater District Operating Expenses:

NWVRTF .-. This $174,480 downward adjustment reflects Staffs allocation of the N RTF

operating expenses between the Anthem/Agua Fria and the Sun City West districts.

Power Adjustment - This $580 upward adjustment reflects an annualization using the permanent

rates authorized for APS.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

Bad Debt Expense -- This adjustment reduces bad debt expense by $36,308 to reflect

annualization of bad debt expense using a three-year average.

Water Testing Expense .- This $17,783 upward adjustment reflects an on-going expected average

cost of water testing.
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1

2

Depreciation Expense This $449,348 downward adjustment reflects application of Staffs

recommended depreciation rates to Staffs recommended plant amounts and amortization of

Staff" s CIAC balance.3

4

5

6

Property Taxes -. This adjustment decreases test year property taxes by $1,545 to reflect

application of a moditled version of the Arizona Department of Revenue's property tax

methodology which the Commission has consistently adopted.7

8

9

10

Test Year Income Taxes -. This adjustment increases test year income tax expense by $291,044 to

reflect application of statutory state and federal income tax rates to Staff adjusted taxable income.

11

12

13

14

Rate Case Expense - This adjustment reduces rate case expense by $12,500 to reflect the

elimination of the prior rate case's unamortized rate case expense.

15

16

Sun City Wastewater District Rate Base :

Comprehensive Planning Study Costs .- This $12,242 downward adjustment reflects the transfer

of costs from the Sun City Wastewater division to the Sun City West Wastewater division.17

18

19

20

Working Capital - This $26,029 downward adjustment reflects Staff' s recalculation of the

Company's lead-lag analysis using Staff adjusted expenses.

21

22

23

24

25

26

Accumulated Deferred Income Taxes - This $47,072 downward adjustment reflects an amount

consistent with that shown in the Company's audited financial statements.

Contributions in Advance of Construction (CIAC) - This $6,593 increase reiiects reinstatement of

the pro forma removal by the Company of CIAC associated with construction work in progress.
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1

2

Sun City Wastewater District Uperating Expenses :

Power  Adjustment - -  T h i s  $ 2 , 7 4 6  u pw a rd  ad j u s tme nt  r e f l e c t s  an  annu a l i z a t i on  u s i ng  the

permanent rates authorized for APS.3

4

5

6

Bad Debt  Expense -  T h i s  ad j u s tme nt  r e du c e s  bad  de bt  e xpe nse  by  $ 5 0 ,8 7 2  to  r e f l e c t  the

annualization of bad debt using a three-year average.

7

8

9

10

Depreciation Expense . -  Thi s  $131 ,647  downward  ad ju s tme nt  r e f l e c t s  appl i c a t i on of  S ta f f s

recommended depreciation rates to Staffs recommended plant amounts and the amortization of

Staf f s CIAC balance .

11

12

13

14

Property Taxes - This $15,545 downward adjustment reflects application of a modified version of

the  Ar izona Depar tment  of  Revenue 's  proper ty  tax methodology  which the  Commiss ion has

consistently adopted.

15

16 Test Year Income Taxes .- This adjustment increases test year income tax expense by $80,285 to

reflect application of statutory state and federal income tax rates to Staff adjusted taxable income.17

18

19

20

21

Rate  Case  E xpe nse

elimination of the prior rate case's unamortized rate case expense.

Thi s  ad j u s tme nt  r e du c e s  r a te  c a se  e xpe nse  by  $9 ,406  to  r e f l e c t  the

22

23

24

25

Sun City West Wastewater District Rate B a s e :

Northwest Val ley Regional  Treatment Faci l i ty  (NWVRTFl - This $1,039,823 upward adjustment

ref lects Staffs al location of the NWVRTF cost based on antic ipated future capacity between the

Anthem/Agua Fria and the Sun City West districts.
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Working Capital -- This $41,699 downward adjustment reflects Staffs recalculation of the

Company's lead-lag analysis using Staff adjusted expenses.

Accumulated Deferred Income Taxes Debit This $32,077 downward adjustment reflects an

amount consistent with that shown in the Company's audited financial statements.

Comprehensive Planning Studv Costs .- This $12,242 upward adjustment reflects the transfer of

costs to the Sun City West Wastewater division from the Sun City Wastewater division.

Accumulated Depreciation - This $630,244 upward adjustment reflects StafFs allocation of the

NWVRTF accumulated depreciation based on anticipated future capacity between the

Anthem/Agua Fria and the Sun City West districts.

Sun City West Wastewater District Operating Expenses:

Northwest Valley Regional Treatment Facility (NWVRTF) - This $233,354 upward adjustment

reflects Staff" s allocation of the NWVRTF operating expenses between the Anthem/Agua Fria

and the Sun City West districts.

Power Adjustment - This $147,515 upward adjustment reflects an annualization using the

permanent rates authorized for APS.

Bad Debt - This $55,609 downward adjustment reflects an annualization using a three-year

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

average |

Water Testing Expense -- This $13,196 upward adjustment reflects an on-going expected average

cost of water testing.
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Depreciation Expense This $111,301 upward adjustment reflects application of the Staff

recommended depreciation rates to the Staff recommended plant amounts and the amortization of

the Staff CIAC balances.

Property Taxes - This $89 upward adjustment reflects application of a modified version of the

Arizona Department of Revenue's property tax methodology which the Commission has

consistently adopted.

Test Year Income Taxes - This adjustment decreases test year income tax expense by $174,035 to

reflect application of statutory state and federal income tax rates to Staff adjusted taxable income.

Rate Case Expense .- This adjustment reduces rate case expense by $9,406 to reflect the

elimination of the prior rate case's unamortized rate case expense.

VI. RATE BASE .- ANTHEM/AGUA FRIA WASTEWATER

Rate Base Aryustment No. 1 - Northwest Valley Regional Treatment Facility (NWVR TF)

Q. What does the Company propose with respect to the book value of the NWVRTF?

A. The Company proposes $8,318,584, a 32 percent allocation, of the total book value of the

NWVRTF for the Anthem/Agua Fria Wastewater district.

Q. What is the basis for the Company's 32 percent allocation factor?

The Company used the same allocation percentage adopted in the prior rate case.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q- On what basis was the allocation factor calculated in the prior rate case?

A.

A. The allocation factor was based on the anticipated relative capacity demand between the

Agua Fria and Sun City West districts.
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Q- Have the relative anticipated capacity demands between the two districts changed

since the prior rate case?

A. Yes. Accordingly, the allocation percentages should be updated to reflect the current

anticipated capacity demands. In the prior rate case, the allocation was 32 percent to

Anthem/Agua Fria and 68 percent to Sun City West. Staff" s update allocates 28 percent

of the NWVRTF cost to Anthem/Agua Fria and 72 percent to Sun City West.

Q- Did the Commission foresee and anticipate that the cost allocation factor would

A.

change?

Yes. Commission Decision No. 70372, issued June 13, 2008, foresaw this possibility and

recommended that Staff revisit the cost allocation factor in the subsequent rate case.

Q- What is Staff recommending?

Staff recommends a $1,039,823 downward adjustment to reflect the four percent (32

percent vs. 28 percent) lower cost allocation factor, as shown in GTM-5 .

Rate Base Acyustment No. 2 - Verrado WWTF

Q. What does the Company propose with respect to the Verrado WWTF?

A. AAWC proposes the $12,647,357 actual recorded cost of the Verrado Phase II WWTF.

Q. Does Staff agree with the Company's proposal?

No. Staff has determined that the Verrado complex is overbuilt and under-utilized.

Q- Should plant that is not used and useful be included in rate base?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A.

A.

A. No. A determination that plant is used and useful is a condition necessary for including

plant in rate base.
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Q. Is an adjustment to the plant's cost basis appropriate?

A. Yes. Staff has determined that the excess plant capacity should be excluded from rate

base as it is not used and useful.

Q. What is Staff recommending?

A. Staff recommends a $1,838,637 downward adjustment to remove the portion of the plant,

representing excess capacity, as shown in Schedule GTM-6.

1

2

3

4

5

6

7

8

9

10

13

14

15

16

17

18

19

20

21

22

Rate Base A¢Hustment No. 3 .- Cash Working Capital

Q. Please describe the working capital adjustment to rate base.

A. Working capital is a collective term that typically includes amounts for prepaid expenses,

materials and supplies inventory, and cash working capital. Staff Schedule GTM-3 shows

the composition of the Company's working capital by component and Schedule GTM-7

provides the calculation for Staff' s recommended adjustment to the cash working capital

component. Staffs adjustments relate to the cash working capital component only.

The purpose of calculating cash working capital is to quantify the amount of cash that a

company needs to operate by analyzing the timing differentials between the period

required for revenues to be realized and collected and the periods between the date that an

expense is incurred and the date paid. A lead lag study summarizes the differences

between the collection of revenues and the payment of expenses and creates a cash

working capital amount which is added or subtracted from the Company's rate base.
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1 Q.

2

Did the Company perform a lead-lag study and a computation of cash working

capital in this case?

3

4

5

6

A. Yes. The Company's information supporting its cash working capital component is

shown in Schedule GTM-7.

Q- Was Staff able to use the Company's study to calculate cash working capital?

7

8

A. Yes .

9

10

Q- Does Staff agree with the lag-days in the Company's lead lag study?

11

With one exception, Staff agrees with the number of lag-days proposed by the Company

for its lead lag computation.

12

13

14

15

16

Q- Please explain.

17

18

Staff does not agree with the Company's calculation of lag-days for its Customer

Accounting Expense group. In this group, the Company incorrectly includes Bad Debt

Expense. By including Bad Debt Expense in this line item calculation, the Company's

lead lag days is reduced from 20.31 days to 10.09 days. This reduction increases the

estimate of cash working capital needed by the Company.

19

20

21

Q- What does Staff recommend for the treatment of Bad Debt Expense?

22

23

24

A.

A.

A. Staff recommends that bad debt expense not be considered in the lead lag computation,

since bad debts have no associated cash outlay and, therefore, have no corresponding

expense lag days. After excluding bad debt expense, the resulting expense lag-days for

Customer Accounting is 20.31 days.
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1 Q. Does Staff have other concerns with the computation of cash working capital?

2 A. Yes.

3

4 Q- Please explain.

5

6

In addition to the number of lead lag days assigned to each line item, the computation of

cash working capital must reflect the adjusted value of expenses to which the lead lag days

are applied. Accordingly, Staffs calculation reflects Staffs recommended expenses, as

reflected in Schedule GTM-10, adjusted for the removal of Chemical Expense (dollars)

and Bad Debt Expense (dollars) included in Customer Accounting Expense.

7

8

9

10

11

12

Q. Please explain the reasons to remove Chemical Expenses from the computation of

13 A.

14

15

16

17

18

cash working capital.

For all systems in this docket, the amounts recorded as Chemical Expenses do not

constitute a direct cash expense. Instead, Chemical Expenses, as recorded by the

Company, represent issuances from the Company's materials and supplies inventory

which is already included in rate base as a separate component of the collective Working

Capital calculation. Hence, the inclusion of amounts recorded as Chemical Expenses in

the computation of the cash working capital component of the collective Working Capital

computation would result in the double counting of this item in rate base.19

20

21 Q.

22

23

24

25

A.

A.

Please explain the reasons to remove Bad Debt Expense from the Customer

Accounting Expense in the cash working capital computation.

Bad Debt expense does not represent a cash outlay like that experienced with other cash

expenses, rather, Bad Debt expense represents amounts not collected. The provision for

bad debt expense is included in rates and is collected on a timely basis from the paying
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customers. For these reasons, Staff recommends that Bad Debt Expense not be considered

in the computation of cash working capital.

Q. Did Staff prepare a schedule to present its lead-lag analysis?

A. Yes. Schedule GTM-7 presents Staffs computation of cash working capital for the

Anthem/Agua Fria Wastewater district and provides a comparison of the Staff

recommended total with the Company's proposal.

Q. What does Staff recommend?

A. Staff recommends cash working capital of $173,460, a $112,206 reduction from the

Company's proposed $285,666 amount, as shown for the Anthem/Agua Fria Wastewater

district in Schedules GTM-4 and GTM-7.

Rate Base Adjustment No. 4 -Accumulated Deferred Income Taxes

Q. What did the Company include in accumulated deferred income taxes?

A. The Company proposes to allocate the total accumulated deferred income taxes for

AAWC to each of its systems based on its four-factor allocation.

Q. How did Staff evaluate these items?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

A. Staff reviewed the calculation of accumulated deferred income taxes by attempting to

reconcile the total amount subject to allocation to the amount reflected in the audited

financial statements of the AWW.
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Q. Was Staff able to reconcile the two amounts?

No. Staff noted that the total used by the Company to calculate its allocations is

approximately $13,026 million, while the accumulated deferred income tax receivable in

the Company's audited financials is $l2.689 million, a difference of approximately

$336,000.

Q- What does Staff recommend?

A. Staff recommends using the accumulated deferred tax balance in the Company's audited

financial statements as the basis for allocation to the districts. Staffs calculation of the

recommended amount is shown in Schedule GTM-8. Staff recommends a $1,022,538

accumulated deferred income tax debit (addition to rate base), a $27,084 reduction from

the Company's proposed amount of $1,049,622

Rate BaseA¢#ustment No. 5 - CMC Associated with CWIP

Q-

A. CIAC and AIAC represent funds or plant provided to the Company by parties other than

investors. Typically, funds received as CIAC or AIAC are used to build plant which may

ultimately be in rate base. Plant that is used and useful for the provision of utility service

is a component of rate base. CIAC and AIAC are also components of rate base. As

components of rate base, plant in service differs from CIAC and AIAC in that plant

increases rate base and CIAC and AIAC decrease rate base. Plant that is under

construction (CWIP) is normally not a component of the rate base calculation. Thus,

funds or plant received as CIAC or AIAC that are funding CWIP are included in the rate

Please describe how CIAC (and AIAC) relate to plant in service and rate base.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

base calculation while the CWIP is not included in the rate base calculation. As a result,

A.

the plant funded by CIAC or AIAC that is included in the rate base calculation may or



Direct Testimony of Gary McMurry
Docket No. SW-01303A-09-0343, et al
Page 19

1

2

may not equal the CIAC and AIAC that has been received and is reflected in the rate base

calculation.

3

4 Q. Please describe the Company's position.

5

6

The Company asserts that it has received CIAC related to plant that is not yet completed

(i.e., CWIP) and so not reflected in its rate base. The Company further states that since

CWIP is not an addition to rate base, the related CIAC should not be a reduction in the

rate base calculation.

7

8

9

10 Q- Is the Company's position a departure from traditional ratemaking practices"

11 Yes. The Company's position is a departure from traditional ratemaking practices.

12

13 Q. Please explain.

A. According to the NARUC USOA account no. 271, CIAC includes:14

15
16
17

18
19
20
21

22

Any amount or item of money, services or property received by a utility[,] ...
any portion of which is provided at no cost to the utility, which represents an
addition or transfer to the capital of the utility, and which is utilized to offset
the acquisition, improvement or construction costs of the utility's property,
facilities or equipment used to provide utility services to the public.
(Emphasis added).

23

24

The Company has use of the funds or plant advanced or contributed by others, thereby

offsetting the need for investors to commit funds for utility facilities or equipment.

25

26

27

Further, the NARUC Rate Case and Audit Manually instructs that the impact of such

contributions for ratemaking is to "reduce the rate base as a source of non-investor

A.

A.

1 Rate Case and Audit Manual Prepared by NARUC Staff Subcommittee on Accounting and Finance (2003), p.22,
available at hup://www.naruc.org/Publications/ratecase_manual.pdf
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supplied capital." Accordingly, the Company's rate base should be reduced by the amount

ofCIAC.

Q. Did the Company request similar treatment of CIAC associated with CWIP in its last

rate tiling?

A. Yes. In the Company's last rate case, Decision No. 71410, the Commission rejected the

Company's proposed treatment.

Q. What does Staff recommend?

A. Staff recommends that the CIAC funds the Company asserts are associated with CWIP be

reflected in the CIAC balances used to calculate and properly reflect a reduction to rate

base. For the Anthem/Agua Fria Wastewater system, a $988,900 adjustment to increase

CIAC is appropriate, as shown in Schedule GTM-9A.

Rate Base AzHustment No. 6 - Accumulated Depreciation

Q, Has the Company proposed to allocate the accumulated depreciation on the

NWVRTF between the Anthem/Agua Fria and Sun City West districts in the same

percentages as it allocated the NWVRTF plant?

A. Yes. The Company allocated 32 percent of the accumulated depreciation related to the

NWVRTF to the Anthem/Agua Fria district and 68 percent to the Sun City West district.

Q. Should the same allocation percentages apply for both plant and accumulated

depreciation?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A. Yes. The allocation percentages for the NWVRTF plant and accumulated depreciation

should be the same. Since Staff rate base adjustment number one recommends allocating

28 percent of the NWVRTF plant to the Anthem/Agua Fria district and 72 percent to the
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Sun City West district, those same percentage should be applied to allocate the related

accumulated depreciation.

Q- What does Staff recommend?

Staff recommends transferring of $630,244 in accumulated depreciation from the

Anthem/Agua Fria district to the Sun City West district to provide the same allocation

percentages for the NWVRTF plant and accumulated depreciation, as shown in Schedule

GTM-9B.

Rate Base Adjustment No. 7 - Power Generator Reclass

Q, Did the Colnpany's recording of a power generator in the amount of $487,000 follow

the NARUC USOA guidelines?

A. No. The Company recorded the generator in account no. 354400 Structures and

Improvements. According to the NARUC USOA, the appropriate account to record the

generator is Power Generation Equipment (account no. 355500).

Q. What does Staff recommend?

1

2

3

4

5

6

7

8

9

10

13

14

15

16

17

18

19

20

A.

A.

Staff recommends reclassifying the $487,000 from account no. 354400 Structures and

Improvements to account no. 355500 Power Generation Equipment, as shown in GTM-

9C.
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OPERATING INCOME SUMMARY .... ANTHEM/AGUA FRIA WASTEWATERVII.

Operating Income Aayustment No. 1 - NWVR TF Operating Expenses

Q~

A. The Company proposes an amount that represents 32 percent of the NWVRTF operations

and maintenance expenses that the Anthem/Agua Fria Wastewater district shares with the

Sun City West Wastewater district.

What is the Company proposing for NWVRTF operating expenses?

Q. What is the basis for the Company's 32 percent allocation factor?

1,As discussed above in Staff rate base adjustment no. the 32 percent allocation for

Anthem/Agua Fria Wastewater is the percentage adopted in the prior rate case based on

the anticipated relative capacity demand between the Agua Fria and the Sun City West

districts. Staff has updated the expected relative capacity demands to 28 percent for

Anthem/Agua Fria and 72 percent for Sun City West.

Q. Is relative capacity demand the preferred method for allocating all NWVRTF

A.

expenses"

No. Staff concludes that capacity demand is the appropriate basis for allocating fixed

costs, however, variable costs are more appropriately allocated based on the relative test

year treatment flows for the two districts. For purposes of this variable cost allocation,

Staff recognized purchase power and chemical expense as variable expenses. Staffs

variable cost allocation factors are 14 percent for the Anthem/Agua Fria district and 86

percent for Sun City West district.

Q. What does Staff recommend"

1

2

3

4

5

6

7

8

9

10

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A.

A. Staff recommends transferring $174,480 of the proposed NWVRTF operating expenses

from the Anthem/Agua Fria WW district and to Sun City West district.
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1

2

3

Operating Income Adjustment No. 2 - Power Expense

Q.

A. The Company proposes $278,664 (including NWVRTF) for Fuel and Power Expense.

The amount proposed reflects an APS interim rate increase but not the permanent increase

ultimately approved by the Commission.

What is the Company proposing for Fuel and Power Expense?

4

5

6

7

8

Q- Did the Company provide Staff with an updated calculation that reflects APS'

permanent rate increase"

9

10

11

Yes. The Company provided updated schedules to reflect the increase ultimately

approved in the recent APS permanent rate case. The updated spreadsheet indicates that

the Fuel and Power Expense is expected to increase by an additional $23,384.

12

13 Q. Does Staff agree with the $23,384 additional power annualization to reflect the APS

14

15

16

17

18

A.

rate increase?

Staff agrees that the annualization results in a $23,384 increase in power cost. Staff has

recognized this additional cost in its analysis, however, most of this cost is transferred to

the Sun City West wastewater district as a component of the NWVRTF adjustment above.

The net increase to the Anthern/Agua Fria district is $580, as shown in schedule GTM-13.

19

Q- What is Staffs recommendation for Fuel and Power Expense?20

21

22

A.

A. Staff recommends a $580 increase to Fuel and Power Expense to reflect the authorized

permanent increase in APS' rates, as shown in Schedule GTM-13.
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Operating Income Aayustment No. 3 .- Customer Accounting (Bad Debt) Expense

Q.

A. AAWC is proposing the test year recorded amount and pro forma amounts to reflect

customer annualization and increased postage expense for a total of $242,170. This

amount includes $79,959 for Bad Debt Expense.

What is the Company proposing for Customer Accounting Expense?

Q. Is the Company's proposed amount for bad debt expense consistent with its recent

A.

experience?

No. The Company provided Staff a spreadsheet detailing its three-year experience for

Bad Debt Expense. In this schedule, the Company indicates that Bad Debt Expense is

0.51 percent of revenues. Applying the three-year average rate to Staff' s adjusted test

year revenues provides a normalized Bad Debt Expense of $43,65l, or $36,308 less than

proposed by the Company.

Q. What is Staff recommending for Customer Accounting Expense?

A. Staff is proposing a decrease to Customer Accounting Expense by $36,308 from $242,170

to $205,862 to remove the excess Bad Debt Expense, as shown in Schedules GTM-ll and

GTM-14. Staff further recommends adoption of its Gross Revenue Conversion Factor

("GRCF") that includes a factor for Uncollectible expense, as shown in Schedule GTM-2.

\

Operating Income Aayustment No. 4 - Water Testing Expense

Q, What is the Company proposing for Water Testing Expense, a component of

Miscellaneous Expense"

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A. AAWC is proposing water testing expense of $62,813, which is included the

Miscellaneous Expenses of $534,489 in the test year.
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1 Q.

2

Does Staff agree with the Company's proposed amount?

No. Staff has calculated the appropriate Water Testing Expense to be $80,596, or $17,783

higher than the Company's proposed amount.3

4

Q.5

6 A.

What is Staff's recommendation for Miscellaneous Expense?

Staff recommends a $17,783 increase to Miscellaneous Expense, as shown in Schedule

GTM-11 and Schedule GTM-15.7

8

9

10

11

Operating Income AcHustment No. 5 - Depreciation Expense

Q, What amount of depreciation expense is AAWC proposing?

A. AAWC is proposing depreciation expense of $3,830,808

12

13

14

Q- What are the components of the Company's proposed depreciation expense?

15

16

AAWC proposes depreciation expense consisting of test year depreciation expense plus

pro forma adjustments to recognize depreciation on post test year plant additions less the

amortization of contributions in aid of construction.

Q- How did AAWC calculate each component of its proposed depreciation expense?

17

18

19 A. The Company calculated test year depreciation expense by multiplying the original cost of

its depreciable test year plant in service by the depreciation rates approved in the prior rate

proceeding.

20

21

22

23

24

Q.

25

26

A.

A.

A.

Did Staff recompute the Company's depreciation expense?

Yes. Staff recomputed depreciation expense based on Staff' s recommended plant by

account and the depreciation rates proposed in this proceeding. Staff uses the same

methodology as the Company to calculate depreciation expense. Staffs calculation
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differs from the Company's due primarily to the use of Staffs recommended depreciation

rates in this proceeding and Staffs different allocation of the NWVRTF. Staff and the

Company reduced depreciation expense for the amortization of contributions-in-aid-of-

construction in accordance with the NARUC USOA.

Q- What is Staff's recommendation?

A. Staff recommends a $449,348 decrease in depreciation expense from $3,830,808 to

$3,381,460, as shown in Schedule GTM-ll and Schedule GTM-16.

Operating Income A¢Hustment No. 6 - Property Tax Expense

Q, What is the Company proposing for Test Year Property Tax Expense?

A. AAWC is proposing $296,804 for test year property tax expense.

Q. How did the Company calculate property tax expense?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A. The Company's proposed property tax expense is calculated on a modified Arizona

Department of Revenue ("ADOR") methodology typically adopted by the Commission for

water and wastewater utilities. The results from using this methodology are primarily

dependent upon the test year and proposed revenues. In other words, for each revenue

requirement, there is a specific property tax expense in the same manner as each operating

income has a specific income tax expense. Although the results for this methodology are

frequently referred to as test year amount, in fact, the results are representative of the

average expected property tax over a subsequent three-year period based partially on

authorized revenues. The Company's calculation of proposed property taxes is static, thus

only representative of a specific proposed revenue level. Therefore, if the Commission

adopts any revenue requirement other than that proposed by the Company, the Company's

proposed property tax would not correspond with the adopted revenues.
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Q. Has Staff developed a solution to address the dependent relationship between

Property Tax expense and revenues?

Yes. Staff has included a factor for property taxes in the GRCF (see Schedule GTM-2)

that automatically adjusts the revenue requirement for changes in revenue in the same way

that income taxes are adjusted for changes in operating income. This flexible method will

accurately reflect Property Tax expense at any authorized revenue level. This refinement

removes the need to include proposed revenues in the calculation of test year Property Tax

expense and allows for accurate calculation of Property Tax expense at the test year

revenue level.

Q- What is Staff recommending for test year Property Tax expense?

A. Staff recommends $298,349 for test year property tax expense, a $1,545 reduction from

the Company's proposed amount, as shown in Schedule GTm-17.2 Staff further

recommends adoption of its GRCF that includes a factor for Property Tax expense, as

shown in Schedule GTM-2.

Operating Income Adjustment No. 7 -.- Income Tax Expense

Q. What is the Company proposing for Test Year Income Tax Expense?

A. AAWC is proposing negative $1,020,813 for Test Year Income Tax Expense.

Q- How did Staff calculate Test Year Income Tax Expense?

l

2

3

4

5

6

7

8

9

10

13

14

15

16

17

18

19

20

21

22

23

24

A. Staff calculated Test Year Income TaX expense by applying the statutory State and Federal

income tax rates to Staffs adjusted test year taxable loss, as shown in Schedule GTM-2.

Since the Company files a consolidated tax return with other systems and the average and

2 Schedule GTM-17 also shows calculations for Property Tax Expense for Staffs recommended revenue.

A.
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1

2

marginal federal tax rates are 34 percent when federal taxable income is over $335,000,

Staff has assigned a 34 percent federal tax rate to the test year income.

3

4 Q. Did Staff make any adjustment to test year income tax expense?

5

6

A. Yes. Staffs adjustment reflects application of the statutory State and Federal income tax

rates to Staffs taxable income, as shown in GTM-2 and GTM-10.

Q. What is Staff recommending?

7

8

9

10

A. Staff recommends a negative $729,769 Test Year Income Tax expense representing an

increase of$29l,044, as shown in Schedule GTM-2 and GTM-18.

11

12

13

14

What did the Company include in rate case expense?

15

16

Operating Income Aayustment No. 8 .-. Rate Case Expense

Q-

A. In its calculation of rate case expense, the Company included $12,500 for its "Expected

Unamortized Balance as of 9/2010" of $37,500 to be recovered over three years, along

with the estimated rate case expense of the instant proceeding.

17

18 Q- Please explain Staffs position.

19 Consistent with past recommendations adopted by the Commission, Staff recommends

exclusion of unrecovered rate case expense from prior proceedings. Staffs

recommendation reflects "normalization" as opposed to "amortization" of rate case

expense.

Q- Please explain the technical distinction between normalization and amortization.

20

21

22

23

24

25

26

A.

A. Normalization represents the anticipated average annual expense and the amount included

in test year expenses. The normalized level of expense is then updated in subsequent



Direct Testimony of Gary McMurry
Docket No. SW-01303A-09-0343, et al
Page 29

1

2

3

4

5

6

7

8

9

proceedings and included as test year expense in the future proceeding with no

consideration of unrecovered amounts associated with activity in the prior case. In

contrast, amortization relates to the systematic recovery of an asset, or in the case of

CIAC, amortization is the systematic disposition of the cost free funds or property

received. In accounting terms, assets and CIAC are balance sheet, or permanent, accounts

with balances that carry over from prior years, therefore, unamortized asset and CIAC

balances are eligible for consideration in future rates. In contrast, normalized expenses are

operating income, or temporary, accounts which are closed out each year and not eligible

for consideration in future rates.

10

Q. What does Staff recommend?11

12

13

14

A. As shown in Schedule GTM-19, Staff recommends a decrease of $12,500 to Rate Case

Expense for the amount that the Company proposes to include from prior proceedings.

15

16

VIII. RATE BASE -. SUN CITY WASTEWATER

17

18

Rate Base Aauustmenl No. I -- Comprehensive Planning Study Cost

What is the Company proposing for Account No.  389600 Other Plant and

Miscellaneous Equipment?

Q-

19 A. AAWC is proposing its recorded balance of $12,242.

20

21 Q- Was the Comprehensive Planning Study conducted for the Sun City Wastewater

district?22

23

24

A. NO, the study was performed for the Sun City West district. Therefore, the costs should be

transferred to the proper district.
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1 Q. What is Staff recommending?

2 A. Staff recommends an adjustment decreasing Sun City account no. 389600 by $12,242, as

shown in Schedules GTM-4 and GTM-5.3

4

Staff is recommending a corresponding

adjustment to increase Sun City West account no. 360000 WW Collection Sewers Forced

by the same amount.5

6

7

8

9

10

Please describe the working capital adjustment to rate base.

11

12

Rate Base AcHustment No. 2 - Working Capital

Q-

A. Working capital is a collective term that typically includes amounts for prepaid expenses,

materials and supplies inventory, and cash working capital. Staff Schedule GTM-3 shows

the composition of the Company's working capital by component and Schedule GTM-6

provides the calculation for Staff" s recommended adjustment to the cash working capital

component. Staffs adjustment relates to the cash working capital component only.13

14

15

16

17

18

19

The purpose of calculating cash working capital is to quantify the amount of cash that a

company needs to operate by analyzing the timing differentials between the period

required for revenues to be realized and collected and the periods between the date that an

expense is incurred and the date paid. A lead lag study summarizes the differences

between the collection of revenues and the payment of expenses and creates a cash

working capital amount which is added or subtracted from the Company's rate base.20

21

22 Q. Did the Company perform a lead-lag study and a computation of cash working

capital in this case?23

24

25

A. Yes. The Conlpany's information supporting its cash working capital component is

shown in Schedule GTM-6.
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Q. Was Staff able to use the Company's study to calculate cash working capital?

A. Yes.

Q- Does Staff agree with the lag-days in the Company's lead lag study?

A. With one exception, Staff agrees with the number of lag-days proposed by the Company

for its lead lag computation.

Q.

A.

Please explain.

Staff does not agree with the Company's calculation of lag-days for its Customer

Accounting Expense group. in this group, the Company incorrectly includes Bad Debt

Expense. By including Bad Debt Expense in this line item calculation, the Company's

lead lag days is reduced from 20.31 days to 10.09 days. This reduction increases the

estimate of cash working capital needed by the Company.

Q. What does Staff recommend for the treatment of Bad Debt Expense?

A. Staff recommends that bad debt expense not be considered in the lead lag computation,

since bad debts have no associated cash outlay and, therefore, no corresponding expense

lag days. After excluding bad debt expense, the resulting expense lag-days for Customer

Accounting is 20.31 days.

Q. Does Staff have other concerns with the computation of cash working capital?

A. Yes.

Q-

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A.

Please explain.

In addition to the number of lead lag days assigned to each line item, the computation of

cash working capital must reflect the adjusted value of expenses to which the lead lag days
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1

2

are applied. Accordingly, Staff" s calculation reflects Staff' s recommended expenses, as

reflected in Schedule GTM-10, adjusted for the removal of Chemical Expense (dollars)

and Bad Debt Expense (dollars) included in Customer Accounting Expense.3

4

5

6

Q. Please explain the reasons to remove Chemical Expenses from the computation of

cash working capital.

7

8

9

10

11

12

13

14

A. For all systems in this docket, the amounts recorded as Chemical Expenses do not

constitute a direct cash expense. Instead, Chemical Expenses, as recorded by the

Company, represent issuances from the Company's materials and supplies inventory

which is already included in rate base as a separate component of the collective Working

Capital calculation. Hence, the inclusion of amounts recorded as Chemical Expenses in

the computation of the cash working capital component of the collective Working Capital

computation would result in the double counting of this item in rate base.

15

16

Q. Please explain the reasons to remove Bad Debt Expense from the Customer

Accounting Expense in the cash working capital computation.

17

18

19

A. Bad Debt expense does not represent a cash outlay like that experienced with other cash

expenses, rather, Bad Debt expense represents amounts not collected. The provision for

bad debt expense is included in rates and is collected on a timely basis from the paying

customers. For these reasons, Staff recommends that Bad Debt Expense not be considered

in the computation of cash working capital.

Q. Did Staff prepare a schedule to present its lead-lag analysis?

20

21

22

23

24

25

26

A. Yes. Schedule GTM-6 presents Staff s computation of cash working capital for the Sun

City Wastewater district and provides a comparison of the Staff-recommended total with

the Company's proposal.
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Q- What does Staff recommend?

A. Staff recommends cash working capital of $103,799, a $26,028 reduction from the

Company's proposed $129,827 amount, as shown for the Sun City Wastewater district in

Schedules GTM-4 and GTM-6.

Rate Base AaHuslment No. 3 - Accumulated Deferred Income Taxes

Q. What did the Company include in accumulated deferred income taxes?

A. The Company proposes to allocate the total accumulated deferred income taxes for

AAWC to each of its systems based on its four-factor allocation.

Q. How did Staff evaluate these items?

Staff reviewed the calculation of accumulated deferred income taxes by attempting to

reconcile the total amount subject to allocation to the amount reflected in the audited

financial statements of AWWC.

Q. Was Staff able to reconcile the two amounts?

No. Staff noted that the total used by the Company to calculate its allocations is

approximately 3313.026 million, while the accumulated deferred income tax receivable in

the Company's audited financials is $l2.689 million, a difference of approximately

$336,000.

Q. What does Staff recommend?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A.

A.

A. Staff recommends using the accumulated deferred tax balance in the Company's audited

financial statements as the basis for allocation to the districts. Staff' s calculation of the

recommended amount is shown in Schedule GTM-7. Staff recommends a $1,777,183
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accumulated deferred income tax debit (addition to rate base), a $47,072 reduction from

the Company's proposed amount of $1,824,256

Rate Base A¢uustment No. 4 .- CLAC Associated with CWIP

Q-

A. CIAC and AIAC represent funds or plant provided to the Company by parties other than

investors. Typically, funds received as CIAC or AIAC are used to build plant which may

ultimately be in rate base. Plant that is used and useful for the provision of utility service

is a component of rate base. CIAC and AIAC are also components of rate base. As

components of rate base, plant in service differs from CIAC and AIAC in that plant

increases rate base and CIAC and AIAC decrease rate base. Plant that is under

construction (CWIP) is normally not a component of the rate base calculation. Thus,

funds or plant received as CIAC or AIAC that are funding CWIP are included in the rate

Please describe how CIAC (and AIAC) relate to plant in service and rate base.

base calculation while the CWIP is not included in the rate base calculation. As a result,

the plant funded by CIAC or AIAC that is included in the rate base calculation may or

may not equal the CIAC and AIAC that has been received and is reflected in the rate base

calculation.

Q- Please describe the Company's position.

A. The Company asserts that it has received CIAC related to plant that is not yet completed

(i.e., CWIP) and so not reflected in its rate base. The Company further states that since

CWIP is not an addition to rate base, the related CIAC should not be a reduction in the

rate base calculation.

Q. Is the Company's position a departure from traditional ratemaking practices?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26 A. Yes. The Company's position is a departure from traditional ratemaking practices.
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1 Q- Please explain.

A. According to the NARUC USOA account no. 271, CIAC includes:2

3
4

5
6

7
8
9

10

Any amount or item of money, services or property received by a utility[,] ...
any portion of which is provided at no cost to the utility, which represents an
addition or transfer to the capital of the utility, and which is utilized to offset
the acquisition, improvement or construction costs of the utility's property,
facilities or equipment used to provide utility services to the public.
(Emphasis added).

11 The Company has use of the funds or plant advanced or contributed by others, thereby

offsetting the need for investors to commit funds for utility facilities or equipment.12

13

14 Further, the NARUC Rate Case and Audit Manuals instructs that the impact of such

contributions for ratemaking is to "reduce the rate base as a source of non-investor

supplied capital." Accordingly, the Company's rate base should be reduced by the amount

ofCIAC.

15

16

17

18

19 Q. Did the Company request similar treatment of CIAC associated with CWIP in its last

20

21

rate Tiling?

Yes. In the Company's last rate case, Decision No. 71410, the Commission rejected the

Company's proposed treatment.22

23

24 Q~ What does Staff recommend?

25

26

27

28

A. Staff recommends that the CIAC the Company asserts are associated with CWIP be

reflected in the CIAC balances used to calculate and properly reflect a reduction to rate

base. For the Sun City WW System, a $6,593 adjustment to increase CIAC is appropriate.

3 Rate Case and Audit Manual Prepared by NARUC Staff Subcommittee on Accounting and Finance (2003), p.22,
available at http://www.naruc.org/Publications/ratecase_manual.pd£

A.
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IX. OPERATING INCOME SUMMARY .- SUN CITY WASTEWATER

Operating Income Acyustment No. 1 - Fuel and Power Expense

Q, What is the Company proposing for Fuel and Power Expense?

A. The  Company  proposes $15 ,804  for  Fue l  and Power  Expense . The amount proposed

reflects an APS interim rate increase but not the permanent increase ultimately approved

by the Commission.

Q.

A.

Did the Company's provide Staff with an updated calculation that reflects APS'

permanent rate increase"

Yes. The Company provided updated schedules to reflect the increase ultimately

approved in the recent APS permanent rate case. The updated spreadsheet indicates that

the Fuel and Power Expense is expected to increase by an additional $2,746.

Q. What is StamPs recommendation for Fuel and Power Expense?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

Staff recommends a $2,746 increase to Fuel and Power Expense to reflect the authorized

permanent increase in APS' rates, as shown in Schedule GTM-12.

A.

Operating Income Acyustment No. 2 -.. Customer Aecounting (Bad Debt) Expense

Q, What is the Company proposing for Customer Accounting Expense?

A. AAWC is proposing the test year recorded amount and pro forma amounts to reflect

customer annualization and increased postage expense for a total of $145,686. This

amount includes $58,430 for Bad Debt Expense.
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1 Q.

2

Is the Company's proposed amount for bad debt expense consistent with its recent

experience?

3 A.

4

5

6

No. The Company provided Staff a spreadsheet detailing its three-year experience for

Bad Debt Expense. In this schedule, the Company indicates that Bad Debt Expense is

0.13 percent of revenues. Applying the three-year average rate to Staffs adjusted test

year revenues provides a normalized Bad Debt Expense of $7,558, or $50,872 less than

proposed by the Company.7

8

9

10

Q. What is Staff recommending for Customer Accounting Expense?

11

12

Staff is proposing a decrease to Customer Accounting Expense by $50,872, from

$145,686 to $94,814 to remove the excess Bad Debt Expense, as shown in Schedules

GTM-ll and GTM-13. Staff further recommends adoption of its GRCF that includes a

factor for Uncollectible expense, as shown in Schedule GTM-2.13

14

15

16

17

Operating Income AfHustment No. 3 - Depreciation Expense

Q. What amount of depreciation expense is AAWC proposing?

A. AAWC is proposing depreciation expense of $679,999.

18

19 Q. What are the components of the Company's proposed depreciation expense?

20

21

22

A.

A. AAWC proposes depreciation expense consisting of test year depreciation expense plus

pro forma adjustments to recognize depreciation on post test year plant additions less the

amortization of contributions in aid of construction.
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Q- How did AAWC calculate each component of its proposed depreciation expense?

A. The Company calculated test year depreciation expense by multiplying the original cost of

its depreciable test year plant in service by the depreciation rates approved in the prior rate

proceeding.

Q. Did Staff recompute the Company's depreciation expense?

A. Yes. Staff recomputed depreciation expense based on Staffs recommended plant by

account and the depreciation rates proposed in this proceeding. Staff uses the same

methodology as the Company to calculate depreciation expense. Staffs calculation

differs from the Company's due primarily to the use of Staffs recommended depreciation

rates in this proceeding. Staff and the Company reduced depreciation expense for the

amortization of CIAC in accordance with the NARUC USOA.

Q- What is Staffs recommendation?

Staff recommends a decrease in depreciation expense of $13l,647, from $679,999 to

$548,352.

Operating Income A¢Hustment No. 4 - Property Tax Expense

Q. What is the Company proposing for Test Year Property Tax Expense?

A. AAWC is proposing $157,456 for test year property tax expense.

Q. How did the Company calculate property tax expense?

I
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A.

A. The Company's proposed property tax expense is calculated on a modified ADOR

methodology typically adopted by the Commission for water and wastewater utilities. The

results from using this methodology are primarily dependent upon the test year and

proposed revenues. In other words, for each revenue requirement, there is a specific
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1

2

3

4

5

6

7

8

property tax expense in the same manner as each operating income has a specific income

tax expense. Although the results for this methodology are frequently referred to as test

year amount, in fact, the results are representative of the average expected property tax

over a subsequent three-year period based partially on authorized revenues. The

Company's calculation of proposed property taxes is static, thus only representative of a

specific proposed revenue level. Therefore, if the Commission adopts any revenue

requirement other than that proposed by the Company, the Company's proposed property

tax would not correspond with the adopted revenues.

9

10 Q. Has Staff developed a solution to address the dependent relationship between

Property Tax expense and revenues?

12 A.

13

14

15

16

17

Yes. Staff has included a factor for property taxes in the GRCF (see Schedule GTM-2)

that automatically adjusts the revenue requirement for changes in revenue in the same way

that income taxes are adjusted for changes in operating income. This flexible method will

accurately reflect Property Tax expense at any authorized revenue level. This refinement

removes the need to include proposed revenues in the calculation of test year Property Tax

expense and allows for accurate calculation of Property Tax expense at the test year

revenue level.18

19

Q. What is Staff recommending for test year Property Tax expense?20

21

22

23

24

A. Staff recommends $141,911 for test year property tax expense, a $15,545 reduction from

the Company's proposed amount as shown in Schedule GTm-15.4 Staff further

recommends adoption of its GRCF that includes a factor for Property Tax expense as

shown in Schedule GTM-2 and GTM-15.

4 Schedule GTM-15 also shows calculations for Property Tax Expense for Staff's recommended revenue.
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Operating Income Adjustment No. 5 - Income Tax Expense

Q, What is the Company proposing for Test Year Income Tax Expense?

A. AAWC is proposing negative $310,869 for Test Year Income Tax Expense.

Q- How did Staff calculate Test Year Income Tax Expense?

A. Staff calculated Test Year Income Tax expense by applying the statutory State and Federal

income tax rates to Staffs adjusted test year taxable loss, as shown in Schedule GTM-2.

Since the Company files a consolidated tax return with other systems and the average and

marginal federal tax rates are 34 percent when federal taxable income is over $335,000,

Staff has assigned a 34 percent federal tax rate to the test year income.

Q- Did Staff make any adjustments to test year income tax expense?

A. Yes. Staffs adjustment reflects application of the statutory State and Federal income tax

rates to Staffs taxable income, as shown in GTM-2 and GTM-10.

Q. What is Staff recommending?

A. Staff recommends an increase of $80,085 in Test Year Income Tax expense, from

negative $310,869 to negative $230,784, as shown in Schedule GTM-2 and GTM-16.

1

2

3

4
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Operating Income Adjustment No. 6 - Rate Case Expense

Q-

A. In its calculation of rate case expense, the Company included $9,406 for its "Expected

Unamortized Balance as of 9/2010" of $28,218 to be recovered over three years, along

with the estimated rate case expense of the instant proceeding.

What did the Company include in rate case expense"
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1 Q.

2 A.

3

4

Please explain Staffs position.

Consistent with past recommendations adopted by the Commission, Staff recommends

exclusion of unrecovered rate case expense from prior proceedings. Staffs

recommendation reflects "normalization" as opposed to "amortization" of rate case

5

6

expense.

Q. Please explain the technical distinction between normalization and amortization.7

8

9

10

A.

11

12

13

14

15

16

17

Normalization represents the anticipated average annual expense and the amount included

in test year expenses. The normalized level of expense is then updated in subsequent

proceedings and included as test year expense in the future proceeding with no

consideration of unrecovered amounts associated with activity in the prior case. In

contrast, amortization relates to the systematic recovery of an asset, or in the case of

CIAC, amortization is the systematic disposition of the cost free funds or property

received. In accounting terms, assets and CIAC are balance sheet, or permanent, accounts

with balances that carry over from prior years, therefore, unamortized asset and CIAC

balances are eligible for consideration in future rates. In contrast, normalized expenses are

operating income, or temporary, accounts which are closed out each year and not eligible

for consideration in future rates.18

19

20 Q- What does Staff recommend?

21

22

A. As shown in Schedule GTM-17, Staff recommends a decrease of $9,406 to Rate Case

Expense for the amount that the Company proposes to include from prior proceedings.
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x. RATE BASE _ SUN CITY WEST WASTEWATER

Rate Base Aayustment No. I - Northwest Valley Regional Treatment Facility

Q. What does the Company propose with respect to the book value of the NWVRTF?

A. The Company proposes $17,676,994, a 68 percent allocation, of the total book value of

the NWVRTF for the Sun City West Wastewater ("SCWWW") district.

Q. What is the basis for the Company's 68 percent allocation factor?

A. The Company used the same allocation percentage adopted in the prior rate case.

Q. On what basis was the allocation factor calculated in the prior rate case?

A. The allocation factor was based on the anticipated relative capacity demand between the

Agua Fria and Sun City West districts.

Q.

A.

Have the relative anticipated capacity demands between the two districts changed

since the prior rate case?

Yes. Accordingly, the allocation percentages should be updated to reflect the current

anticipated capacity demands. In the prior rate case, the allocation was 32 percent to

Anthem/Agua Fria and 68 percent to Sun City West. Staffs update allocates 28 percent

of the NWVRTF cost to Anthem/Agua Fria and 72 percent to Sun City West.

Q- Did the Commission foresee and anticipate that the cost allocation factor would

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

A.

change?

Yes. Commission Decision No, 70372, issued June 13, 2008, foresaw this possibility and

recommended that Staff revisit the cost allocation factor in the subsequent rate case.
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Q. What is Staff recommending?

A. Staff recommends a $1,039,823 upward adjustment to reflect the four percent (72 percent

vs. 68 percent) higher cost allocation factor, as shown in GTM-5.

Rate Base A¢Hustment No. 2 - Cash Working Capital

Q. Please describe the working capital adjustment to rate base.

A. Working capital is a collective term that typically includes amounts for prepaid expenses,

materials and supplies inventory, and cash working capital. Staff Schedule GTM-3 shows

the composition of the Company's working capital by component and Schedule GTM-6

provides the calculation for Staff" s recommended adjustment to the cash working capital

component. Staffs adjustments relate to the cash working capital component only.

The purpose of calculating cash working capital is to quantify the amount of cash that a

company needs to operate by analyzing the timing differentials between the period

required for revenues to be realized and collected and the periods between the date that an

expense is incurred and the date paid. A lead lag study summarizes the differences

between the collection of revenues and the payment of expenses and creates a cash

working capital amount which is added or subtracted from the Company's rate base.

Q- Did the Company perform a lead-lag study and a computation of cash working

capital in this case?

A. Yes. The Company's information supporting its cash working capital component is

shown in Schedule GTM-6.
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Q. Was Staff able to use the Company's study to calculate cash worldng capital?

A. Yes.
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Q~ Does Staff agree with the lag-days in the Company's lead lag study?

A. With one exception, Staff agrees with the number of lag-days proposed by the Company

for its lead lag computation.

Q. Please explain.

A. Staff does not agree with the Company's calculation of lag-days for its Customer

Accounting Expense group. In this group, the Company incorrectly includes Bad Debt

Expense. By including Bad Debt Expense in this line item calculation, the Company's

lead lag days is reduced from 20.31 days to 10.09 days. This reduction increases the

estimate of cash working capital needed by the Company.

Q. What does Staff recommend for the treatment of Bad Debt Expense?

A. Staff recommends that bad debt expense not be considered in the lead lag computation,

since bad debts have no associated cash outlay and, therefore, have no corresponding

expense lag days. After excluding bad debt expense, the resulting expense lag-days for

Customer Accounting is 20.31 days.

Q. Does Staff have other concerns with the computation of cash working capital?

A. Yes.

Q- Please explain.
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A. In addition to the number of lead lag days assigned to each line item, the computation of

cash working capital must reflect the adjusted value of expenses to which the lead lag days

are applied. Accordingly, Staff's calculation reflects Staff' s recommended expenses, as

reflected in Schedule GTM-10, adjusted for the removal of Chemical Expense (dollars)

and Bad Debt Expense (dollars) included in Customer Accounting Expense.
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1 Q. Please explain the reasons to remove Chemical Expenses from the computation of

2

3 A.

4

5

6

cash worldng capital.

For all systems in this docket, the amounts recorded as Chemical Expenses do not

constitute a direct cash expense. Instead, Chemical Expenses, as recorded by the

Company, represent issuances from the Company's materials and supplies inventory

which is already included in rate base as a separate component of the collective Working

Capital calculation, Hence, the inclusion of amounts recorded as Chemical Expenses in

the computation of the cash working capital component of the collective Working Capital

computation would result in the double counting of this item in rate base.

7

8

9

10

11

12

Q. Please explain the reasons to remove Bad Debt Expense from the Customer

Accounting Expense in the cash working capital computation.

13

14

A. Bad Debt expense does not represent a cash outlay like that experienced with other cash

expenses, rather, Bad Debt expense represents amounts not collected. The provision for

bad debt expense is included in rates and is collected on a timely basis from the paying

customers. For these reasons, Staff recommends that Bad Debt Expense not be considered

in the computation of cash working capital.

15

16

17

18

19

20

Q. Did Staff prepare a schedule to present its lead-lag analysis?

A.

21

22

Yes. Schedule GTM-6 presents Staffs computation of cash working capital for the Sun

City West Wastewater district and provides a comparison of the Staff recommended total

with the Company's proposal.
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Q- What does Staff recommend?

Staff recommends cash working capital of $187,766, a $41,699 reduction from the

Company's proposed $229,465 amount, as shown for the Sun City West Wastewater

district in Schedules GTM-4 and GTM-6.

Rate Base A¢#ustment No. 3 - Accumulated Deferred Income Taxes

Q- What did the Company include in accumulated deferred income taxes?

A. The Company proposes to allocate the total accumulated deferred income taxes for

AAWC to each of its systems based on its four-factor allocation.

Q. How did Staff evaluate these items?

Staff reviewed the calculation of accumulated deferred income taxes by attempting to

reconcile the total amount subject to allocation to the amount reflected in the audited

financial statements of the AWW.

Q- Was Staff able to reconcile the two amounts?

No. Staff noted that the total used by the Company to calculate its allocations is

approximately 5913.026 million, while the accumulated deferred income tax receivable in

the Company's audited financials is $l2.689 million, a difference of approximately

$336,000.

Q- What does Staff recommend?
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A.

A.

A.

A.

Staff recommends using the accumulated deferred tax balance in the Company's audited

financial statements as the basis for allocation to the districts. Staff's calculation of the

recommended amount is shown in Schedule GTM-7. Staff recommends a $1,211,058
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accumulated deferred income tax debit (addition to rate base), a $32,077 reduction from

the Company's proposed amount of$l,243,l35.

Rate Base Adjustment No. 4 .. Comprehensive Planning Study Cost

Q-

A. No. A discussion above explains that the Company errantly recorded the comprehensive

planning study costs in the Sun City division instead of the Sun City West Division.

Did the Company record the Comprehensive Planning Study in the correct division?

Q. What is Staff recommending?

A. Staff recommends an increase of $12,242 to Sun City West account no. 360000 to reflect

this transfer.

Rate Base A¢Hustment No. 5 - Accumulated Depreciation

Q.

A. The Company proposes $19,183,739 in accumulated depreciation.

What did the Company include in accumulated depreciation?

Q. Does Staff agree with the Company's proposal?

A. No. In rate base adjustment number one, Staff recommends transferring $1,039,823 in

plant from Anthem/Agua Fria to Sun City West. The accumulated depreciation associated

with these assets should also be transferred.

Q. What does Staff recommend?
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A. Staff recommends transferring $630,244 in accumulated depreciation from the

Anthem/Agua Fria district to the Sun City West district, as shown in Schedule GTM-9.
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xi. OPERATING INCOME SUMMARY -- SUN CITY WEST WASTEWATER

Operating Income Aayustment No. 1 -. NWVR TF Operating Expense

Q, What is the Company proposing for NWVRTF operating expenses?

A. The Company proposes an amount that represents 68 percent of  the NWVRTF expenses

that the Sun City West Wastewater district shares with the Anthem/Agua Fria Wastewater

district.

Q- What is the basis for the Company's 68 percent allocation factor?

A. As discussed above in Staff  rate base adjustment no. 1, the 68 percent al location for Sun

C i ty  West  Wastewate r  i s  the  pe rc entage  adopted  in  the  pr ior  r a te  c ase  based  on the

ant i c i pa te d  r e l a t i v e  c apac i ty  de mand  be twe e n the  Agua  F r i a  and  the  Sun C i ty  We st

districts. Staf f  has updated the  expec ted re l a t ive  capac i ty  demands to 28  percent for

Anthem/Agua Fria and 72 percent for Sun City West.

Q. Is relative capacity demand the preferred method for allocating all NWVRTF

expense s?

No. Staff  conc ludes that capac i ty  demand is the  appropriate  basis for a l locating f ixed

costs, however, variable costs are more appropriate ly al located based on the re lative test

year treatment flows for the two districts. For purposes of this allocation, Staff recognized

purchase  power and chemical  expense  as var iable  expenses.  Staf f '  s  var iable  a l location

factors are 14 percent for the Anthem/Agua Fria district and 86 percent for Sun City West

district.
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Q. What does Staff recommend?

A.

A. Staff  recommends transferr ing $233,354 of  the  proposed NWVRTF operating expenses

from the Anthem/Agua Fria WW district and to Sun City West district.
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1

2

3

4

Operating Income A¢Hustment No. 2 -Power Expense

Q, What is the Company proposing for Fuel and Power Expense?

A. The Company proposes $385,512 (including NWVRTF) for Fuel and Power Expense.

The amount proposed reflects an APS interim rate increase but not the permanent increase

ultimately approved by the Commission.5

6

Q.7

8

9

10

A.

Did the Company's provide Staff with an updated calculation that reflects APS'

permanent rate increase?

Yes. The Company provided updated schedules to reflect the increase ultimately

approved in the recent APS permanent rate case. The updated spreadsheet indicates that

the Fuel and Power Expense is expected to increase by an additional $29,239.11

12

13

14

Q-

15

16

17

18

Does Staff agree with the $29,239 additional power annualization to reflect the APS

rate increase"

Staff agrees that the annualization results in a $29,239 increase in power cost. Staff has

recognized this additional cost in its analysis. In addition, a portion of the power

annualization adjustment related to the NWVRTF is transferred to the Sun City West

wastewater district as a result of Staffs updated allocation. The net increase to the

Anthem/Agua Fria district is $147,515, as shown in schedule GTM-13.19

20

21 Q-

22

23

A.

A.

What is Staff's recommendation for Fuel and Power Expense?

Staff recommends a $147,515 increase to Fuel and Power Expense to reflect the

authorized permanent increase in APS' rates, as shown in Schedule GTM-13.
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Operating Income Aa.vustment No. 3 - Customer Accounting (Bad Debt) Expense

Q, What is the Company proposing for Customer Accounting Expense?

A. AAWC is proposing the test year recorded amount and pro forma amounts to reflect

customer annualization and increased postage expense for a total of $123,968. This

amount includes $57,211 for Bad Debt Expense.

Q- Is the Company's proposed amount for bad debt expense consistent with its recent

A.

experience?

No. The Company provided Staff a spreadsheet detailing its three-year experience for

Bad Debt Expense. In this schedule, the Company indicates that Bad Debt Expense is

0.03 percent of revenues. Applying the three-year average rate to Staff s adjusted test

year revenues provides a normalized Bad Debt Expense of $l,602, or $55,609 less than

proposed by the Company.

Q. What is Staff recommending for Customer Accounting Expense?

Staff is proposing a decrease to Customer Accounting Expense by $55,609 from $123,968

to $68,359 to remove the excess Bad Debt Expense, as shown in Schedules GTM-11 and

GTM-14. Staff further recommends adoption of its GRCF that includes a factor for

Uncollectible expense, as shown in Schedule GTM-2.
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A.

A.

Operating Income AtHustment No. 4 - Water Testing Expense

Q, What is the Company proposing for Water Testing Expense, a component of

Miscellaneous Expense?

AAW C is proposing water test ing expense of  $0 which is typical ly included the

Miscellaneous Expenses that total $ l38,620 in the test year.
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1 Q.

2 A.

Does Staff agree with the Company's proposed amount?

No. Staff has recalculated the Water Testing Expense to be $13,196, or $13,196 higher

than the Company's proposed amount.3

4

5

6

Q. What is Staff recommendation for Miscellaneous Expense?

Staff recommends a $13,196 increase to Miscellaneous Expense, as shown in Schedule

GTM-11 and Schedule GTM-15.7

8

9

10

Operating Income Adjustment No. 5 - Depreciation Expense

Q. What is the Company proposing for Depreciation expense?

A. The Company is proposing depreciation expense of $l,238,799.

12

13

14

Q- What are the components of the Company's proposed depreciation expense?

15

16

AAWC proposes depreciation expense consisting of test year depreciation expense plus

pro forma adjustments to recognize depreciation on post test year plant additions less the

amortization ofCIAC.

17

18

19

Q-

A.

How did AAWC calculate each component of its proposed depreciation expense?

The Company calculated test year depreciation expense by multiplying the original cost of

its depreciable test year plant in service by the depreciation rates approved in the prior rate

proceeding.

Q- Did Staff recompute the Company's depreciation expense?

20

21

22

23

24

25

26

A.

A.

A. Yes. Staff recomputed depreciation expense based on Staffs recommended plant by

account and the depreciation rates proposed in this proceeding. Staff uses the same

methodology as the Company to calculate depreciation expense. Staffs calculation
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differs from the Company's due primarily to the use of Staffs recommended depreciation

rates in this proceeding and Staff s different allocation of the NWVRTF. Staff and the

Company reduced depreciation expense for the amortization of CIAC in accordance with

the NARUC USOA.

Q- What is Staff recommending?

A. Staff recommends $1,350,100 for Depreciation expense, an $111,301 increase from the

Company's proposed amount, as shown in Schedule GTM-16.

Operating Income A¢Hustment No. 6 - Property Tax Expense

Q. What is the Company proposing for Test Year Property Tax Expense?

A. AAWC is proposing $135,172 for test year property tax expense.

Q. How did the Company calculate property tax expense?
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A. The Company's proposed property tax expense is calculated on a modified ADOR

methodology typically adopted by the Commission for water and wastewater utilities. The

results from using this methodology are primarily dependent upon the test year and

proposed revenues. In other words, for each revenue requirement, there is a specific

property tax expense in the same manner as each operating income has a specific income

tax expense. Although the results for this methodology are frequently referred to as test

year amount, in fact, the results are representative of the average expected property tax

over a subsequent three-year period based partially on authorized revenues. The

Company's calculation of proposed property taxes is static, thus only representative of a

specific proposed revenue level. Therefore, if the Commission adopts any revenue

requirement other than that proposed by the Company, the Company's proposed property

would not correspond with the adopted revenues.
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Q. Has Staff developed a solution to address the dependent relationship between

A.

Property Tax expense and revenues?

Yes. Staff has included a factor for property taxes in the GRCF (see Schedule GTM-2)

that automatically adjusts the revenue requirement for changes in revenue in the same way

that income taxes are adjusted for changes in operating income. This flexible method will

accurately reflect Property Tax expense at any authorized revenue level. This refinement

removes the need to include proposed revenues in the calculation of test year Property Tax

expense and allows for accurate calculation of Property Tax expense at the test year

revenue level.

Q. What is Staff recommending for test year Property Tax expense?

A. Staff recommends $135,261 for test year property tax expense, an $89 increase from the

Company's proposed amount, as shown in Schedule GTM-l7.5 Staff further recommends

adoption of its GRCF that includes a factor for Property Tax expense, as shown in

Schedule GTM-2.

Operating Income A¢Hustment No. 7 - Income Tax Expense

Q, What is the Company proposing for Test Year Income Tax Expense?

A. AAWC is proposing negative $52,682 for Test Year Income Tax Expense.

Q. How did Staff calculate Test Year Income Tax Expense?
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A. Staff calculated Test Year Income Tax expense by applying the statutory State and Federal

income tax rates to Staff' s adjusted test year taxable loss as shown in Schedule GTM-2.

Since the Company files a consolidated tax return with other systems and the average and

5 Schedule GTM-17 also shows calculations for Property Tax Expense for Staffs recommended revenue.
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1

2

marginal federal tax rates are 34 percent when federal taxable income is over $335,000,

Staff has assigned a 34 percent federal tax rate to the test year income.

3

4 Q- Did Staff make any adjustments to test year income tax expense?

5

6

Yes. Staffs adjustments reflects application of the statutory State and Federal income tax

rates to Staff" s taxable income, as shown in GTM-2 and GTM-10.

7

8

9

10

Q. What is Staff recommending"

Staff recommends a negative $121,353 Test Year Income Tax expense representing an

increase of $174,035, as shown in Schedule GTM-2 and GTM-18.

11

12

13 What did the Company include in rate case expense?

14

15

16

Operating Income AcHustmenl No. 8 .- Rate Case Expense

Q.

A. In its calculation of rate case expense, the Company included $9,406 for its "Expected

Unamortized Balance as of 9/2010" of $28,218 to be recovered over three years, along

with the estimated rate case expense of the instant proceeding.

Q. Please explain Staffs position.

17

18

19

20

A.

21

Consistent with past recommendations adopted by the Commission, Staff recommends

exclusion of unrecovered rate case expense from prior proceedings. Staffs

recommendation reflects "normalization" as opposed to "amortization" of rate case

expense.

Q- Please explain the technical distinction between normalization and amortization.

22

23

24

25

26

A.

A.

A. Normalization represents the anticipated average annual expense and the amount included

in test year expenses. The normalized level of expense is then updated in subsequent
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1

2

3

4

5

6

7

8

proceedings and included as test year expense in the future proceeding with no

consideration of unrecovered amounts associated with activity in the prior case. In

contrast, amortization relates to the systematic recovery of an asset, or in the case of

CIAC, amortization is the systematic disposition of the cost free funds or property

received. In accounting terms, assets and CIAC are balance sheet, or permanent, accounts

with balances that carry over from prior years, therefore, unamortized asset and CIAC

balances are eligible for consideration in future rates. In contrast, normalized expenses are

operating income, or temporary, accounts which are closed out each year and not eligible

for consideration in future rates.9

10

11 Q. What does Staff recommend?

12 A.

13

As shown in Schedule GTM-19, Staff recommends a decrease of $9,406 to Rate Case

Expense for the amount that the Company proposes to include from prior proceedings.

14

15

16

Q. Does this conclude your direct testimony?

A. Yes, it does.
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Schedule GTM-1

REVENUE REQUIREMENT

LlNE
no. DESCRIPTION

(A)
COMPANY
ORIGINAL

COST

(B)
COMPANY

FAIR
VALUE

(C)
STAFF

ORIGINAL
COST

(D)
STAFF
FAIR

VALUE

$ 47,735,732 $ 47,735,732 s 44,359,326 s 44,359,326

$ $ $ 169.900 s 159,900

1 Adjusted Rate Base

2 Adjusted Operating Income (Loss)

3 Current Rate of Recur (LE I L1)

(191 ,785)

~0.40%

(191 Jes)

-0.40% 0.38% 0.38%

4 Required Rate of Return 8.53% 8.53% 7.20% 7.20%

s s $ $ 3,193,571

s

4,071,858

4,263,643 $

4,071 ,858

4,263,643 $

31193,871

3,023,971 $ 3,023,971

5 Required Operating Income (L4 ' LI )

6 Operating Income Deficiency (L5 - L2)

7 Gross Revenue Conversion Factor 1.6561 1.8551 1.6551

8 Required Revenue Increase (L7 * LE) $ 7,060,837 $ 7,060,837 [s

9 $ $ $

5,008,106 | [ s

8,637.123 $

1.6561

5,008,106 I

8,637,123

10

8,637,123

$ 151697,960 $ 13,645,229 $ 13,645,229

11

5,637,123

$ 15,697,960

81 .75% 81.75% 57.9B% 57.98%

12

Adjusted Test Year Revenue

Proposed Annual Revenue (L8 + LE)

Required Increase in Revenue (%)

Rate of Return on Common Equity (%) 12.25% 12.25% 10.20% 10.20%

References:
Column [A]:
Column (B):
Column (C):

Company Schedule A~1
Company Schedule A-1
Staff Sdmedules GTM-2, GTM-3, and GTM-10



Test Year
Anthem
Agua Fria

$
$
$

8,637,123
9,196,992
11330,780

s (1,890,649)
6.9680%

$
$
s

(131 .740)
(1,758,909)

(598,029
s (729,769)

Staff Recommended
Anthem

Agua Fria
s
s
s

13,5452229
9,280,153
1,330.780

s 3,034,297
6.9680%

s
s
s

211,430
2,822,857

959,775
$ 1,171,205

Anthem AF
$ 44,359,326

30D00%
$ 1,330,780

ARIZONA-AMERICAN WATER COMPANY .. ANTHEM AGUA FRIA WASTEWATER
Docket No. WS~01303A-69-0343
Test Year Ended December 31, 2008

Schedule GTM-2

GRoss REVENUE CONVERSION FACTDR

LINE
NO.

(A) (8) (C) (D)
DESCRIPTION

1
2
3
4
5
G

Calculation of Grass Revenue Conversion Factor?
Revenue
Uncollectible Factor (Line 11)
Revenues (L1 - L2)
Combined Federal and State Income Tax and Property Tax Rate (Line 23)
Subtotal (LE - L4)
Revenue Conversion Factor (LI ILL)

100.0000%
0.a131%

99.6869%
39.3053%
60.3815%
1.656135

7
8
9

10
11

100.0000%
3B85989%
61 .4011 %
0.5100%

Calculation of Uncollecttible Fader
Unity
Combined Federal and Stale Tax Rate (Line 17)
One Minus Combined Income Tax Rate (L7 - LB )
Uncollectible Rate
Uncollectible Factor (LS ' L10 ) 0.3131%

12
13
14
i s
16
17

Calculation of Effec!ive Tax Rate:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L12 . L13)
Applicable Federal Income Tax Rate (Line 44)
Effective Federal InCome Tax Rate (L14 x L15)
Combined Federal and State Income Tax Rate (L13 +L16)

100.0000'/v
G.96BD%

93.0s20%
34.0000%
31.63D9%

3B.5989%

100.0000%
38.5989%
e1.4011%
1.1505%

18
19
20
21
22
23

D.7D64%

Calculation of Elective Prooertv Tax Factor
Unity
Combined Federal and State Income Tax Rate (L17)
One Minus Combined Income Tax Rate (L1B-L19)
Property Tax Factor (GTM-1G, L24)
Effective Property Tax Factor (L20"L21)
Combined Federal and State Income Tax and Property Tax Rate (L17*L22) 39.3053°/o

24
25
26

$
s

3,193,871
169,900

Required Operating \income (Schedule GTM-1, Line 5)
AdjustedTest Year Operating Income (Loss) (Schedule GTM-1 D, Line 42)
Required Increase in Operating Income (L24 - L25) $ 3,023.971

27
28
29

s
s

1,171 ,205
(729,769)

Income Taxes on Recommended Revenue (Col (D), L45)
income Taxes on Test Year Revenue (Col. (A), L45)
Required Increase in Revenue to Provide for Income Taxes (l.27- L28) s 1,900,974

s 5,008,105
D.510D%

30
31
32

Required Revenue Increase (Schedule GTM-1, Line 8)
Uncollectible Rate (Line 10)
Required Increase in Revenue to Provide for Uncollectible Exp, (L30* La1) s 25,541

33
34
35

$
s

355,968
298,349

Property Tax with Recommended Revenue (GTM~17, Col B, L20)
Property Tax on Test Year Revenue (GTM-17, Col A, L17)
Increase in Property Tax Due to Increase in Revenue (L33~L34) s 571620

36 Total Required Increase in Revenue (L26 + L29 + L32 4» L35) $ 5,008,106

(A) (D)

37
38
39
40
41
42
43
44
45

Calculalion of income Tax:
Revenue (Sch GTm-10, Col(c) Ls, GTM-1, Col. (D). L10)
Operating Expenses Excluding Income Taxes
Synchronized interest (L54)
Arizona Taxable Income (L37 - L3B - L39)
Arizona State income Tax Rate
Arizona Income Tax (L40 x L41)
Federal Taxable Income (L40 _ L42)
Total Federal Income Tax
Combined Federal and State Income Tax (L42 + L44)

46 Effective Tax Rate 34.0D00%

47
48
49

Calculation cf Interest Synchronization:
Rate Base (Schedule GTM 3, Col. (C), Line 17)
Weighted Average Cost of Debt
Synchronized Interest (L47 X L4B)
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Test Year Ended December 31, 2008
Schedule GTM-3

RATE BASE - ORIGINAL COST

(B)

LINE
no.

(A)
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

(C)
STAFF

AS
ADJUSTED

1
2
3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

$$ 131,361,186
22,837,366

$ 108,523,820 $

(2,878,4G0)
(630,244)

(2,248,216)

$ 128,482,726
22,207,122

$ 106,275,604

LESS:

4
5
B

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

$ 14,883,541
1,054,390

13,829,151

$ 988,900

988,900

$ 15,872,441
1,054,390

14,818,051

7 Advances in Aid of Construction (AIAC) 48,273,364 48,273,364

8 Imputed Reg AIAC

9 imputed Reg CIAC 143,475 143,475

10 Accumulated Deferred Income Tax Credits
Customer Meter Deposits
ADD:

11 Cash Working Capital

12 Accumulated Deferred Income Tax Debits

285,666

1 ,049,621

(112,206)

(27,084)

173,460

1 ,022,537

13 Supplies inventory 2,495

14 Prepayments

15 Deferred Debits

2,495

44,740 44,740

75,382 75,382

16 Purchase Wastewater Treatment Charges

17

Rounding

Original Cost Rate Base

(2)

$ 47,735,732 $ (3,376,406)

(2)

$ 44,359,326

References:
Column (A), Company Schedule B-2
Column (B): Schedule GTM~4
Column (C): Column (A) + Column (B)
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Schedule GTM-4

SUMMARV OF oRls\nAL COST RATE BASE ADJUSTMENTS

LINE
MQ,

AccT.
ND. DESCRiPYlDN

IA]
com PANY
As = MQ

IB]
NVVVRTF
ADJ #1

[Cl
Varrndo
ADJ #2

Tm
Cash Working

A4113

[El :EJ
Dntanad Inc. Taigas CIAC in CWIP

A8488 ADJ15

[F]
Acanm Dear

ADJ #6

IG]
GsneraWf Tmsfr

ADJ #7

IH]
STAFF

ADJUSTED

PLANT /N SERVICE:
11,728 s 11,725

25,424 25,424

50.471
s,352

2s,2s7

so,411
8.352

29.267

(547,937) (497,000)

4s7,ooo

(155,136)

495,058
353,370
143,035

2,D47,BB5
5,6071035

10,B22,274
135.a51

21729,254
46,641,273

1811571
B,195,971

490,499
3,062,054
21323,742

s_215
2.B39,3Q0

to_ose,9e9
3,855,949

3,041
z.5n_930

11,845,059
772.399

1,113,215
845,799
143.294

18,743
657,626
724,831

1,024,024

u,1a2.554)

495,055
353,370
143036

2.m7.885
54572,098

10,622,274
523,851

2,729,264
45,541,273

1811571
5_1B59971

49u,49B
3,0621054
2,165,506

s.216
1,706,736

10,086,969
55,865,949

3.641
22572,9:s0

11,B4B,060
772,399

1,113.216
B45,799
143,294

15,743
557,626
724531

1,024,024
*

31,652 31,682

16,453
4a,u4s

1_0zs,9z0
2,134,543

15.453
4s,o4zs

1,028,920
2,134,543

a04100 S\I\.ICI a Imp as
304200 smruaa Imp P
304510 Slmci & Imp AG Capital Lease
3o4sbo scum a imp umm
304620 Stmd 5 Imp Leasehold
304800 Slrud G Imp Misc
307000 Wells a Springs
340100 Office Fumimrn 5 Euuipl
304200 Curnpuler L Perish Equip
340300 Compiler Sultwars
360330 Comp Software Dlher
340500 Other Office Equip!
241100 Trans Equip Ll DvtyTrv:ks
341200 Trans Equip Hay Duty Trunks
341400 Trans Equip! Other
343000 19915, Shop, Garage Equip
344000 Laboralory Equipment
345100 Comm Equip Non-Teisphone
346200 Comm Equip Tsiephone
345300 Comm Equip Dlher
346700 Misc Equipmervl
351000 WwWOrganinlion
352090 ww Franchises
353200 WW Land a Ld Righli CD"
353500 ww Land L Ld Rights Gen
354200 WW Slrud a Imp CaN
354400 WW Slrvd & Imp TDP
354500 WW Struck & Imp Gan
355500 WW Per Gen Equip RWTP
360000 WW CoN¢didn Sewers Famed
361100 WW Colieding Mains
352000 WW Special coll Slrucl
3B300D WW Servlte Sewer
354090 WW Flow Measuring Devices
370000 WW Receiveing Wells
371180 WW Pump Equip Elem!
371200 WW Pump Equip o\herPwr
38ow0 ww TD Equips
380050 WW TD Equip GM Removal
serb WW TD Equip Sea Tanksl.A:c
380200 WW TD Equip SldgeJEff Rmv
380250 WW TD Equip Slurige Dig Tank
35039D WW TD Equip Sludge D'Y Filior
388490 WW TD Equip Aux EM Tm\t
3B05D0 WW TD Equip Cham Trml Ply
380500 WWTD Equip We Dlsp
3a0625 kw TD Equip Gen Tmi
3B0650 WW TD Equip InliueM in S
381000 ww Piano Sewers
382000 WW Outfall Sewer Llnes
350100 WW Oih Pal a Misc Equip in!
asssou ww oil P11 a MM Equip
3900W WW Ounce Fumilure a. Equip
391000 WW Tram Equipment
392000 WW Stores Equipmenl
393000 WW TM Ship & Gar aw Equip
394000 WW Laboratory Equipment
3950W WW Power Operated Equip
396000 WW communication Equip
397000 WW Misc Equipment
39BD00 WW Over Tangible EqMpmeni 1B9,DB5 169,085

s s

15,935 15,935

4,162
92,918
4o,aao

1461543
: us e

4,162
92,919
40350

14e,s4a
: J e t

1
2
3
4
5
B
7
a
9
10
11
12
13
14
15
15
17
LB
19
20
21
22
23
24
25
26
27
25
29
30
31
32
33
34
35
35
37
CB
39
AD
41
42
43
44
45
46
47
CB
49
so
51
52
53
$4
as
Se
57
58
kg
50
61
62
63
64
65
es
B7
68
$9
70
71
72
73
74
75
vs
77
`/B
i s
no
81
82
83
BE
BE
86

Allnca\e4 From Corp in Districts (SLM-2)
303500 Land & Land Rights AG
304510 Slrucl & Imp AG Cap Lease
304500 S\ruct& Imp Offices
304800 Slmcl & Imp Mis:
304820 Strict & Imp Leasehold

3319001 Mains
asssoo Other PIE cps
340100 Dlfice Furniture B Equip
340200 Comp .L Perish Equip
340300 Compuler SoMbre
340330 Compulsf Software Olhar
340500 Other Office Equlpmenl
341100 Trans Equip LI Duly Trucks
343000 Tool Shop & Garage Equip
344000 Labora\ory Equnpménl
345000 Power Operated Equipment
346100 Comm Equip Non~Telephona
345200 Communication Equip Telephone
346300 communication Equip Dlhsr
347000 Misc Equipment
389400 WW TD Equip Aux Elf Tml
393000 WWTonl Shop 8. Glragz Equip

14.995
1,155

395

14,995
1,15s

395
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Schedule GTM~4

SUMMARY CF URIGINAL COST HATE BASE ADJUSTMENTS

LINE
no.

ACCT_

NO. DESCRIPTION

pp
COMPANY
A S  F 4 9

[8]
NWVRTF
w e # 1

IC]
Vim-ada
ADJ #2

[Q]
Cash Worldng

ADJ #3

[El
Deferred Inc Taxes

A948

[El
GIAC in CWIP

ADJ #5

[FI
M um D ep t

ADJ as

IG]
Generator Trnsfr

ADJ err

[H]
STAFF

ADJUSTED

417
144,900

ss39
880 v759
309,944

(52)
(18,113)

1830)
(1 wps5)
(38,/31)

355
126.785

5,509
770,564
271,114

511,449
1,545

(83,931)
(318)

447.518
2,227

3s,1:s4
165,708

8285
1.760

(4992)
(20,714)

(1 pus)
(220)

80,742
144,995

7,248
1.540

129,472
1.18

5 7 8 6 6
352.789

1,717,113
15,730
22.897

1,929,514
9_181

410,850
649

332,577
253,425

23,045
5251

37,56a
5,197

(16,154)

(15)
gs4.24e)
(44,097)

(214,739)
(2,091)
l2,8SZ)

(241 ,z27)
(1,023)

(54355)

(Bu
(41,585)
(31578)
(2,881)

(655)
(4,696)

(775)

113,285
103

589,720
ala,saa

1,503,174
14,539
241.0415

1,saa,sa7
7,1se

359,494
sea

291 ,092
221-747

20,164
4,595

32,872
5.422

AUbcation of 32 % of NWVTP (LJG-3]
352800 WW Franchises
553200 WW Und s. Ld Rights Coll
353500 ww Land G Ld Rights Gen
354200 WW SINCE & Imp Coll
354300 WW suuu &, Imp SPP
355400 WW Sired a Imp TDP
354500 WW Slrud a Imp Gen
355200 WW Per Gen Equip Col!
355300 ww Pwr Gen Equip SPP
360000 WW Culleditln Sewers Forced
:l61100 WwCullecting Mains
352000 WW SVecid Coll Slid
363000 WW Services Sewer
364000 WW Flow Measuring Devices
370000 WW Receiving Walls
371100 WWpump Equip Elena
371200 WW Pump Equip Other Fwr
380000 WWTD Equipmehl
380050 WW TD Equip Grit Removal
380100 WW TD EquipSed TankslAcc
380200 WW TD Equip Sldge/EN Rev
380250 WW TD Equip swgwig Tnk
380300 WW TD EquipSidge Dry/Fil
380350 WW TD Equip Sec Timi FM
350400 WW TD Equip Aux Ef(l Trill
350500 WW TD Equip Chem Trust Pint
380600 WW TD Equip Other Disk
330625 WWTD Equip Gen Tm(
380550 WWTD Equip Influent Lie S
3B1DOD WW Play Sewers
302000 WW Outfall Sewer Lines
389100 WW om PIM & Misc Equip Inf
aassoo ww om Plm a Misc Equip
390000 WW Offée Furniture & Equip
:s90200 WwCurnpumurs a Peripheral
390300 WW computer Sofmam
391000 WWTrans Equipment
392000 WW Stores Equipment
393000 WW Tool Shop 51 Garage Equip
a94000 WW Laboratory Equip
395000 WW Power Oparaled Equip
396000 WW ComrnuMcaiiun Equip
397000 WW Misc Equipment

53,781
6,449

20,152
19.644

mace
39,753
31,584

4,145
71 _104
22,195

(5,723)

(806)
(2,519)
(9,589)

(451)
l4,%9)
ls,s4al

(518)
la,eas)
(2,800)

47,658
5.643

i7,E33
67,061

3,155
34,784
27,636

s,sz7
62,216
19,597

post Test Year Plant Additanu
Additional C6515 as of 5/754009

354400 WWSlnuc\ A tempt TDP
379000 WW Receiving Wells
371100 WW Pump Equip Elect
saonccx ww To Equipment
38035D WW TD Equip SecTan Fiber

181626
54e,641

i s
150

38,691

18,626
548,541

\5
15u

38,691

Rounding (2) (2)

Total Plant in Served!! 13113611185 c1,0a9,a23)' (t,B3B 537) 128,452,725

Accumulated Depreciation

Net Plantain Service (LSB - L 59)

22,837,356
s 10B,523,819 s (1_039,a23) s (1\B38537) s s s

@w244)
s  6w , 244 s s

22,207,122
106,275,503

s s s s see,s0o s s s9 141,853,541
1,054,380

13,828,151
48,273,354

9a8.900

151872,441

1,054,390

14,B\8,D51

4B_273_384

143,475 143,475

2a5,sss
1,D49,521

(112,206) 113.459
1,0221537(27,084)

2.495
44,740

2.495
44,140

BE
BB
BE
90
91
92
93
94
95
SG
97
98
99
109
101
102
1u;1
104
105
ws
107
10B
109
110
111
112
113
114
115
115
117
NB
119
120
121
122
123
1z4
125
12s
127
128
129
130
131
132
133
134
13s
136
137
138
139
140
141
142
143
144
145
145
147
148
149
150
151
152
153
154
155
155
157
158
159
160
161
162
153
164
155

LE S S

Contributions in Aid of Construcliun (GIAC)
Less: Accumulated Amonizatinn

Net ctAc (L53 . L54)
Advances in Aid d Cunstmdinn (AIAC)
Imputed Reg Advances
imputed Reg GIAC
Accumulated Ibetened Income Tax Credits
CustomerMeter Deposits

AD D
Working Capital Allowance
Aacumutatéd Deleted tncume Tax Debif5
Purchase Wastewater Treatment Charges
Material and Supplies lnventnry
Prepayment:
Projected Capital Expenditures
Deferred Debits
Rounding
Original Cost Rate Base

75,382
( l l

s 47,735,732 s (1 ,oa9.a23l l1,a:sa,a:r7)s s (112,206) x (271054) S cseeso0l s 630,244 s s

75,382
(1)

44,359,326



ARIZONA-AMERICAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER
Docket No. WS» 01303A~09-0343
Test Year Ended December 31, 2008

Schedule GTM-5

RATE BASE ADJUSTMENT # 1 . NW VALLEY REGIONAL TREATMENT FACILITY

KA]
COMPANY

AS
FILED

[B]

LINE
no.

ACCT
NO. Description

STAFF
ADJUSTMENTS

[C]
STAFF

AS
ADJUSTED

417
144,900

s,6:a9
680,759
309,844

(52)
(18,t 13)

(830)
(110,095)
(38,731)

365
125,788

5,8o9
770,564
271,114

511,449
2,545

(63,931)
(318)

447,518
2,227

35,134
165,708

8.285
1.760

(4,392)
(20,714)
(1,036)

(220)

30,742
144,995

7,z49
1 ,540

WW Franchises
WW Land & Ld Rights Coll
WW Land 8. Ld Rights Gen
WW Strict & Imp Coll
WW Struct & Imp SPP
WW Struck & Imp TDP
WW Struck & Imp Gen
WW Pwr Gen Equip Coll
WW Pwr Gen Equip SPP
WW Collection Sewers Forced
WW Collecting Mains
WW Spell Coll Strict
WW ServicesSewer
WW Flow Measuring Devices
WW Receiving Wells
WW Pump Equip Elect
WW Pump Equip Other Pwr
WW TD Equipment
WW TD Equip Grit Removal
WW TD Equip Sea Tanks/Acc
WW TD Equip Sldge/Eff Rmv
WW TD Equip SldgeDig Tnk
WW TD Equip Sldge Dry/Fit
WW TD Equip Sec Twit Fm
WW TD Equip Aux Effl Trmt
WW TD Equip Chem Trmt Pint
WW TD Equip Other Disp
WW TD Equip Gen Trmt
WW TD Equip Influent Lift S
WW Plant Sewers
WW outfall Sewer Lines
WW Oth Plnt & Misc Equip let
WW Oth Plnt a. Misc Equip
WW Office Furniture & Equip
WW Computers 8r Peripheral
VV\N Computer Software
WW Trans Equipment
WW Stores Equipment
WW Tool Shop & Garage Equip
WW Labortory Equip
WW Power Operated Equip
WW Communication Equip
WW Misc Equipment

129,472
118

673,966
352,780

1,717,913
16,730
22,897

1,929,814
8,181

410,850
649

332,677
253,425
23,045
5,251

37,568
6.197

(16,184)
(15)

(84,246)
(44,097)

(214.739)
(2,091)
(2,862)

(241 ,227)
(1 ,02s)

(51 .35s)
(81)

(41 ,585)
(31 ,e78)
(2,881)

(656)
(4,696)

(775)

113,258
103

589,720
30B,5B3

1,503,174
14,639
20,035

1,688,587
7,158

359,494
56B

291.092
221,747
20,154

4,595
32,872
5,422

531/81
6.449

20,152
78.641
3,606

39.753
31,584
4,145

71 ,1o4
22,396

84318,584

(6,723)
(806)

l2,519)
(9,580)

(451 )
(4,969)
(3,948)

(518)
(8,888)
(2,808)

_l1.039,s2a)

47,058
s_e4a

17,633
87,061
a,1ss

34,784
27,636

3,627
62,215
19_597

7,278,761

1 352000
2 353200
3 353500
4 354200
5 354300
e 355400
7 354500
a 355200
9 355300

10 350000
11 361100
12 352000
13 363000 .
14 364000
15 370000
16 371100
17 371200
18 380000
19 380050
20 380100
21 380200
22 380250
23 380300
24 380350
25 380400
26 380500
27 380600
28 380625
29 380650
30 381000
31 382000
32 389100
33 389600
34 390000
35 390200
36 390300
37 391000
38 392000
39 393000
40 394000
41 395000
42 396000
43 397000
44
45
46

47 Cost Allocation Percentage
48 Sun City West
49 Anthem Agua Fria

Prior
68%
32%

Current
72%
28%

References:
Column [A]; Amounts included in plant balances per filing.
Column (B): Per Testimony GTM
Column (C): Column [A] less Column [B]



ARIZONA-AMERICAN WATER CGMPANY ... ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01303A-D8-0343
Test Year Ended December 31, 2008

Schedule GTM- 6

RATE BASE ADJUSTNI ENT # 2 - VERRADO WWTF ADJUSTMENT

[B] [Cl

AcctLINE
n o.

1
2
3
4
5
S
7
8
9

10
11

DESCRIPTION
WW Struck & Imp TDP
WW Pump Equip Elect
WW TD Equip
WW TD Equip Grit Rernov
WW Equip Sad /Tanks Acc
WW TD Equip Sldge Dig Tnk
WW TD Equip Sec Trmt Fil
WW TD Equip Aux Effl Trmt
WW TD Equip Chem Trmt Pit
WW Communication Equip
WW Receving Wells

N L
354400
371100

380000
380050
as o f
380250
380350

380400
380500
396000
370000

5

$
$

s
$

$
$

$
s
$
s

[A]
Company
Proposed
AMOUNT

5,374,047
409,283

1 _964_399
527, 158

1 ,797,750
532,857
581 ,647
649,801
48,465

410, 498
351 ,452

$

AMOUNT STAFF
EXCLUDED RECOMMENDED

(547,937) s 4,826,110
(158.136) 251,147

(1 ,132,5e4) 831 .745
- 527,158
- 1 _797»750
- 532,857
- 581 ,647
.. 649,801
- 48,465
- 410,498
- 351 .452

12 Verrado Grand Total Phase ll s 12,647,357 $ (1 ,838,S37) 10,808,630

REFERENCES:
Columns [A]: Company Schedules
Column [B]: GTM Testimony
Column [C]: Column A - Column B



ARIZONA-AMERICAN WATER COMPANY . ANTHEM AGUA FRiA WASTEWATER
Docket No. ws4o1ao:xA-as-os4:s
Test Year Ended December 31, zoos

Schedule GTM-7

RATE BASE ADJUSTMENT # 3 _ WORKING CAPITAL

[A] [Bl 10] [El

LINE
NO. DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAF F

TEST YEAR
AS

ADJUSTED
LEAD/LAG

DAYS
DOLLAR

DAYS

s s (17,587)
(1 ,B7B)

(58,356)
(303,374)

s 1.317,691
1.490

220,308

s 15,812,290
78,282

5,168,423

(5,054)
(54)

12.000
52.523
23.460
14.634
26.899
14.772

(13,704)
(2.368)
10.089
20.310

5,355,377
22,481 ,493
(5v434,173)

(524,932)
954,105

3,075v827

1,335,278
3.388

27B,BS4
303,374
199,095

1,528,905
395,599
221,640

94,556
242,170

84,483
534,489
245,204
166,636

(90,725)
(883)

9.783
(6,143)

199,095
1,521,951

396,545
221,640

94,555
151,444

83,600
544,272
240,051
166,635

18.239
18,239
30.000

9,926,677
4,378,430
4,999,080

59.164 191,371
13.346
30.130
105.25

Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Insurance Other Than Group
Customer Accounting
Rents
Miscellaneous
Maintenance Expense
other Operating Expenses

Taxes
General Taxes-Property Taxes
Genera! Taxes-Other
Income Taxes
Interest Sync
Total Operating Expenses $

295,804
87,538

(11020,B13)
1,432,072
6,430,172 5

2,M3,678
(101 ,292)

1,826,278 $

355,968
87,538

1,322,865
1,330,780
8,258,450 s

68,122,153
11168,300

39,857,922
141,395,352
316,814,805

1
2
3
4
5
s
7
8
g
w
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
CB
27
28
29
30
31
32
33
34
35
36

Expense Lag
Revenue Lag
Net Lag
Staff Adjusted Expenses
Staff - Cash Working Capita!
Company As Filed
Staff Adjustment - Reduction to WC

Una 20, CoL (E) I Col [C]
Company W orkpapers
L ine 24 23
Line 20, Col C
Line 25 ' Line 25/365 day
Co Schedule B-5
To GTM-4

38.37
4S.D4
7.67

8,256,450
173,460
285,666

(112106)

References:
Column [A]: Company Schedule C-1
Column [B]: Staff adjustments to expenses, See Testimony GTM
Column [C]: Column [A] + Column [B]
Column [D]: Expense Lags Used on DocketWS-013l)3A» 0S» 0403, approved in Decision No. 70372
Column [E]: Column [C] ' Column [D]



ARIZONA-AMERICAN WATER COMPANY - ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-013~3A-09-0343
Test Year Ended December 31, zoos

Schedule GTM - 8

RATE BASE ADJUSTMENT#4 -ACCUMULATED DEFERRED INCOME TAXES

[A]
COMPANY

AS
FILED

[B] [C]
STAFF

AS
ADJUSTED

STAFF
ADJUSTMENTS

LINE
' Q DESCRIPTION
1 Deferred Income Taxes
2 Allocation Factor
3 stay Adjustment

$ 13,025,093
806%

1949,622

$ (336,093)
8.06%

(27,084)

$ 12,689,000
8,06%

1,022,538

REFERENCES:
Columns [A], Line 1 : Amounts usedby Co as basis far allocation
Column [A], [B] 8. [C], Line 2: Allocation rate to this system
Column [C], Line 1: Allocable amount per audited financial statements times allocation rate
Column [A], [B] & [C], Line 3: Recalculated amounts



ARiZONA~AMERlCAN WATER COMPANY - ANTHEM AGUA FRIA WASTEWATER
Docket No. W5-01303A-09-0343
Test Year Ended December 31, zoos

Schedule GTM-9 A

RATE BASE ADJUSTMENT #5 . ClAC ASSOCIATED WITH CWIP

LINE ACCT
NO. n o. DESCRIPTION

[A]
COMPANY
PROPOSED

[8]
STAFF

ADJUSTMENTS

1 Contributions in Aid of Construction (GIAC) $ 14,883,541 $ 988,900

[C]
STAFF

RECOMMENDED

$ 15,872,441

References:
Column (A), Company Schedule C-2
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARiZONA~AMERlCAN WATER COMPANY - ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-9 B

RATE BASE ADJUSTMENT # e .. ACCUMULATED DEPRECIATION (NWVRTF)

LINE ACCT
no. n o. DESCRIPTION

[A]
COMPANY
PROPOSED

. [Bl
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

$1

2

3

Accumulated Depreciation
Acc um Depreciation - N\ANRTF
Total Accumulated Depreciation

s 17,795,411
5,041,955

$ 22,837,366 s

0
(630,244)
(630,244) $

17,795,411
4,411,711

22,207,122

References:
Column (A), Company Schedule C-2
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY .. ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-9 C

RATE* BASE ADJUSTMENT # 7 . TRANSFER OF GENERATOR

LINE ACCT
no. NO. DESCRIPTION

[A]
COMPANY
PROPOSED

IB]
STAFF

ADJUSTMENT_TS

IC]
STAFF

RECOMMENDED

1

2

WW Struct & Imp TDP
WW Pwr Gen Equip R\NTP

s 6\059,098
s 135,851

$
$

(487,000)
487,000

$
$

5,572,098
623,851

References:
Column (A), Company Schedule C-2
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMER\CAN WATER COMPANY .. ANTHEM AGUA FRIA WASTEWATER

Docket No. WS-01303A-09-0343

Test Year Ended December 31, 2068

Schedule GTM-10

OPERATING INCOME STATEMENT . TEST YEAR AND STAFF RECOMMENDED

fAr [8] [D] [EI

LINE
mg DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[Cl
STAFF

TEST YEAR
AS

ADJUSTED

STAFF
RECOMMENDED

CHANGES
STAFF

RECOMMENDED

1
2
3
4
5

$ 8.634.567
2,5s6

$ s 8.834557
2,556

5,008,106 s 13,642,673
2,556

Sewer Revenues
Other Revenues
Other
Total Operating Revenues $ 8,637,123 $ s 8,537,123 s 5,008,106 s 13,545,229

(17,587)
(1 ,878)

(58,356)
(74,553)

s s

(6,054)

(54)

(12,500)

25,541(36,308)
(883)
(393)

9,783
(es, 143)

(449,348)
1 ,545 57.620

1,317,691
1,490

220,308
228,821
199,095

1,521 ,951
396,545
221,540
65,439
94,565

231,403
83.80x0
85.304

544,272
240,061

3,381 ,450
355,958

B7,538
1,171 ,205

Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance OtherThan Group
Customer Accounting
Rents
General Office Expense

Miscellaneous

Maintenance Expense

Depreciation & Amortization

General Taxes-Property Taxes

General Taxes-Other

Income Taxes

$
$
s
$
$
s
$
s
$
s
s
s
s
s
5
s
s
s
s

1,335.278
w a s

278,654
303,374
199,095

1 ,52B,005
396.599
221.640

80,939
94,566

242,170
84,483
85,697

534,489
246,204

3.830.808
296.804
87,538

(1 ,D2D,813) 291 ,044

1 ,317_691
1 ,490

220,308
228,821
199,095

1,sz1 ,951
396,545
221 ,640
68,439
94,565

205,862
83.600
85,304

544,272
240,061

3,381 ,460
298,349
87,538

(729,769) 1 ,900,974

6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

Total Operating Expenses
Operating Income (Loss) s

8.828.908
(191,785) $

(361,885)
361 ,685 s

8,467,223
169,900 $

1,984,135
3,023,971 $

10,451 ,358
3,193,871

References:
Column (A): Company Schedule C~1
Column (B): Schedule GTM 11
Column (C): Column (A) + Column (B)
Column (D): Schedules GTM 2, Lines 29 and 37
Column (E): Column (C) + Column (D)

5
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ARIZONA-AMERICAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, zone

Schedule GTM~12

OPERATING INCOME ADJUSTMENT # 1 .. NWVRTF OPERATING EXPENSE

[D]
LINE
no. DESCRIPTION

[A]
COMPANY
PROPOSED

IB]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 NWVRTF allocated operating expenses s 579,897 $ (174,480) $ 405,418

$ s 5

Total costs
NWVRFT

$ 439,680
46,939

373,211
414,181

Co. Proposed

3 2 %
140.598
15,020

1191428
132,538

staff Recommended
2 8 %

123,110
13,143
60,492
57,985

(C)

Difference
(17,587)

(1 ,878)
(58,935)
(74,553)

151,361
1,351

48\436
432

42,381
378

(6,054)

(54)

22,082
9,819

199,988
153,587

11176,113
186,526

7,066
3,142

63,996
49,141

6,183
2,749

55,997
42,999

(883)
(393)

(8,000)
(5,143)

(b)
(b)

Labor
Purchased Water
Fuel & Power (a)
Chemicals (a)
Waste Disposal
Management Fees
Group Insurance
Pensions
Reg ulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes» Property Taxes
General Taxes-Other
Income Taxes

(b)
(b)

(b)
(b)

2
3
4
5
6
7
8
9

10
11
12
13
14
15
15
17
18
19
20
21
22
23

24

5 3,174,818

32%
Anthem's 68% of the NWVRTF costs $ 1 ,015,942
(a) Variable cost allocation: Anthem Aqua Fria (14%) and Sun City West (86%)
(b) Depreciation and Property Taxes Separately Reviewed

(c) Staff recommended for NWVRTF based on revised APS annualizationt ($432,085 * 14%)

Current Future
Capacity Growth

14% 28%
86% 72%

Total O 8- M Expenses $ 579,897 $ 405,418 $ (174,480)

25
25
27
28

29
30

31
32

Cost Allocation

Anthem Agua Fria
Sun City West

References:
Column (A), Company Schedule C~1
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER
Docket No. ws-01s03A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-13

OPERATING INCOME ADJUSTMENT # z - FUEL & POWER EXPENSE

LINE
no. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

Fuel 8. Power - All Other $ 159,236 $ 580 $ 159,816

$
$

278,664
119,428

Total Company Proposed Fuel and Power
Less: Company Proposed Fuel and Power - NWVRTF
Company Proposed Fuel and Power- All Other $ 159,236

$ 220,308
$ 432,085

14%
$ 60,492

2
3
4
5
6
7
8
9

10
11

Total Staff Recommended
Total Staff NWWRTF
Staff NWVRTF Allocation Factor
Less: Staff Recommended for NWVRTF
Staff Recommended for All Other
Staff Adjustment .. Fuel and Power - All Other

$
5

159,816
580

1

References:
Column (A), Company Schedule C-1, C-2
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



\ ARIZONA-AMERICAN WATER COMPANY .. ANTHEM AGUA FRiA WASTEWATER
Docket NO. WS~01303A»09~D343
Test Year Ended December 31, 2008

Schedule GTM-14

OPERATING INCOME ADJUSTMENT # 3 - BAD DEBT EXPENSE

DESCRIPTION
Total Uncollectible Accounts
Uncollectible Accounts- Miscellaneous Invoices
net Used ill Company calculation
Allocation Pemenlage-
Bad Debts induced in Customer Accounting

[A]
COMPANY
PRDPOSED
$1,152,299
s (361.154)
s 791,145

10.11%
$ 79,959

[B]
STAFF

ADJUSTMENTS

r<>1
STAFF

RECOMMENDED

$

LINE

t o
1
2
a
4
5
6
7
8
g
10
11

Staff Adjusted Test Year Revenue
3 year average Bad Debt Exp. Rate, Per Co,
Staff Recommended Bad Debt Exp $

8,637,123
0.51%

43,651

Adjustment $ (36,308)

References:
Column [A], Company Workpapers
Column [B]: Col. [C], line 9, less Col [A], line 5

and Testimony GTM.
Column (C): Line 8, Per Company's Workpapers
Column (C): Line 9 Staff's recommended Bad
Debt Expense, based on 3-year average
loss history limes Staff Recommended Revenues



ARIZONA-AMERICAN WATER COMPANY .. ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-013D3A» D9-0343
Test Year Ended December 31, 2008

Schedule GTM-15

OPERATING INCOME ADJUSTMENT #4 . WATER TESTING

LINE ACCT
no. NO.

[B]
STAFF

_ADJUSTMENTSDESCRIPTION

Miscellaneous

tAl
COMPANY
PROPOSED

$ 62,813 $ 17,783

[C]
STAFF

RECOMMENDED

s 80.5961

References:
Column (A), Company Schedule C-2 p. 26
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER
Docks( ND, WS-01J03A-D9-D343

Test Year Ended December 31 , zoos

Schedule GTM~18

OPERATING INCOME ADJUSTMENT1 s- DEPRECIATIDN EXPENSE

LINE

1

DESCRIPTION
Depreciation 8 Amcriizaxion

[A]
COMPANY
PROPOSED

$ 3,830,508

[B]
STAFF

ADJUSTMENTS
s (449,348)

in]
STAFF

RECOMMENDED
s 3,351 ,460

UNE
NO.

ACCT
N DE$CRIP'TION

[Al
PLANT

BALANCE

[B]
DEPRECIATION

RATE

[Cl
DEPRECIATION

B(FENSE

PLANT IN SERVICEs B-2 page 6

11,726

25,424 2.542

2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
i s
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
so
51

60,471
8,352

28.267

9,071
1 .392
1 ,Aus

495,058
353,370
143,835

2,D47,BB5
5,572,098

10,622,274
623,851

2,729,254
45,541,273

1B1 _svc
G,195,971

490,498
3,062,054
2,1s5,608

fs,z1 s
1,708,736

10,086,969
3_865_94g

3,041
2,572,939

11,848,060
7721399

1,113,216
845,799
143,294
18,743

657,626
724,531

1,024,024

34,200
93,054

177,392
27,574
56,496

9511482
a_7o4

126,398
494050

101,966
117,376

337
55,337

504,348
193297

152
128,547
592,403
38,620
55,661
42.290

7, 165
937

32.8a1
38.232
50,996

31,682 1 ,454

3041 on
304200

304510
304600
304620
304500
307000
340100
304200
340300
340330
340500

341100
3412 of
341400
343000
344000

346100
346200
345300

346700
351000

352000
353200

353500
354200
354400
354500
355500
360000
3611 OO
362000
363000
364000
370000
3711 OF
371200

380000
380050
380100
380200
aeozso

380300
380400
380500

350600
380625

380650
381000
382000
389100
388600
390000
391000
392000
393000
394000
395000
396000
397000
398000

1e,4s3
4a,o4s

1,028,920
2,134,843

n,oo%
0.00%
0.00%
000%
DW%
0.00%
0.05%
0.00%

10.00%
0.00%
000%
0.00%

20D0%
15.00%
15.67%
4.47%
0.00%
0.00%
0.00%
0.00%
0,W%
o0o%
0.00%
0.00%
0.00%
1.67%
1.67%
1.67%
4.42%
2.07%
2.04%
2.04%
2.04%

10.00%
3.33%
5.42%
5.42%
5.00%
5.00%
5.00%
5_00%
5.00%
5.00%
500%
5.00%
5.09%
500%
5.0D%
5.00%
5.00%
4.98%
9.00%
4.59%

20.00%
3.95%
4.47%
3.71 %
5.02%

1D.30%
5.10%

19.30%

735
1,783

51 .652
219,889

S\ruc! & Imp SS
Struck & Imp P
Struck & Imp AG Capital Lease
Slrudl & Imp Offices
Stud a Imp Leasehold
Struck 8 Imp Misc
Wells & Springs
OunceFurniture a Equip!
Computer 8 PerishEquip
CDmpu18f Software
Camp Software Other
Other Office Equips
Trans Equip Lt Duty Trucks
Trans Equip Hvy Duty Tracks
Trans Equip! Other
Tools; Shop, Garage Equip
Laboratory Equipment
Comm Equip Non-Taiephone
Comm Equip Telephone
Comm Equip Other
Misc Equipmenl

Orgmizatmn
WW Franchise:
WW Land & Ld Rights Coll
WW Land a Ld Rights Gen
WW SXKUCI a Imp Cell
WW Strict & Imp TDP
WW Slrud & Imp Gan
WW Pwr Gen Equip RWTP
WW Collection Sewers Forced
WW Collecting Mains
WW Special Coll Struck
WW Service Sower
WW Flow MeasuringDevices
WW Receivaing Wells
WW Pump Equip Elect
WW Pump Equip Other Pwr
WW TD Equips
WW TD Equip Grit Removal
WW TD Equip Sad TankslAcc
WW TD Equip Sldge/Eff Rmv
WWTD Equip Sludge Dig Tank
WW TD Equip Sludge Dry Filler
\MNTD Equip Aux Effl Trml
WWTD Equip Chem Trrm Pll
WW TD Equip OUT Disk
WW TD Equip Gen Tm!
WWTD Equip Influent Lift S
WW Plant Sewers
WW Outfall SewerLines
WW Oth Pit8- Misc Equip inf
WW Oth Pit 8 Misc Equip
WW Office Furniture a. Equip
WW Trans Equipment
WW Stores Equipment
WWTooI Shop & Garage Equip
WW Laboratory Equipment
WW Fewer Operated Equip
WW Communication Equip
WW Misc Equipment
WW Other Tangy:» le Equipm ant 169,085 17,416

B-2 page 9

15.936

0.00%
0.00%
0.00%
0.00%
1.67% 266

.Nil

52
53
54
55
CB
57
58
58
G0
SI
GO
ET
64
G5
66
67
BB
59
70
71
72
73
74
75
7G
77
7 B
7 g
BD

303600
30451 D

304600
3:34800
304520

331 oool
339600
3401 DO
340200
34U300
339330
340500
3411 OF

343000

Allocated From Corp to Districts isLM-2)
Land a Land Rights AG
Strict & Imp AG Cap Lease
Strict & Imp Offices
Slruet & Imp Misc
Strict s. Imp Leasehold
Mains
Other PIE CPS
Office Furniture & Equip
Comp & Perish Equip
Computer Software
ComputerSoftware Other
Other Officer Equipment
Trans Equip Lt Duty Trucks
Tool Shop a Garage Equip

4,1s2
92,919
40,350

1a6,54e
eyes

0.00%
4.04%

10.00%
25.00%
25.oo%

0.00%
20.0096
4.47%

3,754
4.036

36,687
942



ARIZONA-AMERICAN WATEH COMPANY . ANTHEM AGUA FRIA WASTEWATER
Docket No. 01303A-994343
Test Year Ended December 21, zoos

Schedule GTM-15

a44000
345000

346100
346200
346300
347000

3B0400
393000

.Laboratory Equipm am
Power Operated Equipment
Comm Equip Non-Telephone
Comm unicaiion Equip Telephone
Communication Equip Other
Misc Equipment
WW TD Equip Aux Eff Tm!
WW Tool Shop & Garage Equip

14,995
1,1 as

395

0.00%
5.20%

10.30%
000%
000%
9.00%
5.00%
4.47%

1 .545

B-2 page 12
365

126,758
5,809

770,664
271 _114

12,870
13,555

447,518
2,227

7,474
73

30,742
1441995

7,249

1,540

G27
2,958

14B
154

352000
353200
353500
354200
354300
355400
354500
355200
355300
aaoooo
3611 O0
362000
seaooo
354000
370000
371100
371200
380000
3B0050
380100
380200
380250
380300
380350
380400
380500
380600
350625
380650
381000
302000
389100
389500
390000
390200
390300
3g1 too
392000
393000
334000
395000
396000
397000

113,288
103

589,720
308,683

1,503,174
14,639
20,035

1,685,587
7,158

359,494
SUB

291,092
221,747

20,164
4,595

32,872
5.422

900%
0.00%
Q.D0%
157%
500%
a w
157%
3.30%
3.30%
2.07%
2.04%
204%
204%

10.00%
a,33%
542%
5.42%
5.00%
5.00%
5.00%
500%
5.00%
5.00%
5.DD%
5.00%
5.00%
5.00%
500%
5,0096
5.00%
5.00%
438%
4.98%
4.59%

10,0054
25.00%
2D,00%
3.96%
4.47%
371 %
5.02%

10.30%
540%

6,140
5

29.485
15,434
75, 1 as

732
1,002

B4,429
35B

17v975
2B

14,555
11,087

1,008
230

1,s44
270

Allocation of 32 v. of NWVTP (LJG-3)
WW Franchises
WW Land s. Ld Righls Coil
WW Land a Ld Righls Gen
WW Struct 8. Imp Coll
ww Struck s. imp SPP
WW Strict 8- Imp TDP
WW Struck 8. Imp Gen
WW Per Gen Equip Coll
ww Pwr Gen Equip SPP
WW Collection Sewers Forced
WW Coileaing Mains
WW Special Coll Strict
WW Services Sewer
WW Fiow Measuring Devices
WW Receiving Wells
WW Pump Equip Elect
WW Pump Equip Other Pwr
WW TD Equipment
WWTD Equip Grit Removal
ww TD Equip Sad TankslAcc
WW TD Equip SkigeIEff Rmv
WW TD Equip SldgeDig Tnk
WW TD Equip Sldge Dr)//Fil
WW TD Equip Sec Trmt Flit
WW TD Equip Aux Effl Trmt
WW TD Equip Chan Trot Pint
WW TD Equip Other Disp
WW TD Equip Gen Trmt
WW TD Equip lnfluerlt Lift S
WW Plant Sewers
WW Outfall Sewer Lines
WW Oth Pint s. Misc Equip Inf
WW Olh Pin! s. Misc Equip
WW Office Furniture & Equip
WW Computers s. Peripheral
WW Computer Software
WW Trans Equipment
WW Stores Equipment
WW Tool Shop & Garage Equip
WW Labortory Equip
WW Power Operated Equip
WW Communication Equip
WW Misc Equipment

47.osa
5.643

17;633
57.061

3,155
34,754
27,636
3,627

62,216
19,597

z,1so
564

4,408
13,412

125
1.555
1.025

182
8.408

998

B-2 page 15

354400

a70000
3711 OD
380000
3B035B

Post Test Year Plant Addilons
Additional Cusps as of 5/1512009
WW Strut a Imp! TDP
WW Receiving Wells
WW Pump Equip Elect
WW TD Equipment
WW TD Equip Sec Tort Filter

18_626
548.541

15

150
36,691

157%
3.33%
5.42%
5.00%
S.00%

311
1 B,265

1
a

1,935

Roundhwg
Total plant in Service

(2)
1284482,725 328% 4,211,178

Less Non Depreciable Plant
WW Franchises
WW Land a Ld Rights Coll
WW Land& Ld Rights Gen
WW Franchises
WW Laruu & Ld Rights Coll
WW Land a. Ld Rights Gen

495,055
353,370
143.036

365
126,788

5.809

000%
0.00%
0.00%
0.00%
0.00%
0oo°A

s 127,358,299 s 4,211,175
3.31 %

B I

82
BE
84
85
86

87

88
BE

90
91

92
9 3

94
95
9 6
9 7

CB
99

100
101

102
103
104
105
doe

107
108
109

110
111
112
113

114
115
11s
117
N a
119
120

121
122
123
124
1 2 s
1 2 s
127
128
129

130
131
132

133
134
135
136

137
138
139
140
141
142
143
144
1 4 s
146
147
148
149
150

352000
1 5 1  3 5 3 2 0 0
152  353500

352000
353200

153 353500
154
155
156
157
158
159
160
161
162

Net Depreciable Plant and Depreciation Amounts
Composite Depfeeiaticn Rate
Less
Amortization of Regulatory CIAC at Settlement Rate
Amortization of CIAC at Composite Rate
Staff Recommended Depreciation Expense
Company Proposed Depreciation Expense
SiaN' Adjustment

s 15,872,441 $
s

s

a04.886
524.832

3,381 ,460
3.839.808
(449,348)



LINE
no. DESCRIPTION

STAFF
AS ADJUSTED

STAFF
RECOMMENDED

ARIZONA~AMERICAN WATER COMPANY - ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01303A-09~03s3
Test Year Ended December 31, 2008

Schedule GTM-17

OPERATING INCOME ADJUSTMENT # 6 - PROPERTY TAX EXPENSE

IAN [B]

$ 8,637,123
2

17,274,246
8,637,123

$ 8,637,123
2

17,274,246

25,911,369
3

8,637,123
2

17,274,246
13.454

13,645,229
30,919,475

3
10,306,492

2
20,612,983

13,454

20,626,437
22.0%

4,537,816
7.84%

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22

$
$
s

17,287,700
22.0%

3,803,294
7.84%

298,349
296,804

1,545

Staff Adjusted Test Year Revenues .- 2008
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Adjusted Test Year Revenues - 2008
Staff Recommended Revenue
Subtotal (Line 3 + Line 4) or (Line 3 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP - 2008
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)
Property Tax on Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase in Property Tax Due to Increase in Revenue Requirement

$
$
$

355,968
298,349
57,620

23
24
25

Increase in Property Tax Due to Increase in Revenue Requirement (Line 22)
Increase in Revenue Requirement
Increase in Property Tax Per Dollar Increase in Revenue (Line 23 / Line 24)

$
$

57,620
5.008, 106
1.15053°/>

REFERENCES:
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1, Line 24
Line 21: Line 19 - Line 20
Line 23: Schedule GTM-1, Line 8



ARIZONA-AMERICAN WATER COMPANY . ANTHEM AGUA FRiA WASTEWATER
Docket No. WS-01303A~09-0343
Test Year Ended December 31, 2008

Schedule GTM-18

OPERATING INCOME ADJUSTMENT # 7 - INCOME TAXES

LINE ACCT
no. no. DESCRIPTION

[A]
COMPANY
_PROPOSED

[B]
STAFF

ADJUSTMENTS

(CI
STAFF

RECOMMENDED

1 Income Taxes $(1 ,020,B13) 5 291,044 $ (729,759)

References;
Column (A), Company Schedule C~2
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . ANTHEM AGUA FRlA WASTEWATER
Docket No. WS» 01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-19

OPERATING INCOME ADJUSTMENT # 8 . REGULATORY EXPENSE

LINE ACCT
NO. n o. DESCRIPTION

[A]
COMPANY
PROPOSED

[C]
STAFF

RECOMMENDED

1 Regulatory Expense s 80.939

[B]
STAFF

ADJUSTMENTS

$ (12,500) $ 68,439

References:
Column (A), Company Schedule C-2, p. 16
Column (B): Testimony GTM
Column (C); Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WASTEWATER
Docket no. WS-01303A-09-0343
Test Year Ended December 31, 2008

TABLE OF CONTENTS TO SCHEDULES

SCH# TITLE

GTM-
GTM-
GTM-
GTM~
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-

1 REVENUE REQUIREMENT
2 GROSS REVENUE CONVERSION FACTOR
3 RATE BASE .. ORIGINAL COST
4 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS
5 RATE BASE ADJUSTMENT # 1 .- COMPREHENSIVE PLANNING STUDY COSTS
5 RATE BASE ADJUSTMENT #2 - WORKING CAPITAL
7 RATE BASE ADJUSTMENT # 3 - ACCUMULATED DEFERRED INCOME TAXES
8 RATE BASE ADJUSTMENT #4 -. CIAC ASSOCIATED WITH CWIP
9 NOT USED
10 OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED
11 SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR
12 OPERATING INCOME ADJUSTMENT # 1 - FUEL & POWER
13 OPERATING INCOME ADJUSTMENT # 2 - CUSTOMER ACCOUNTING (BAD DEBT)
14 OPERATING INCOME ADJUSTMENT # 3- DEPRECIATION EXPENSE
15 OPERATING INCOME ADJUSTMENT #4 - PROPERTY TAX EXPENSE
16 OPERATING INCOME ADJUSTMENT # 5 - INCOME TAXES
17 OPERATING INCOME ADJUSTMENT # 6 .. REGULATORY EXPENSE



s 1,616,477

ARIZONA-AMERICAN WATER COMPANY . SUN CITY WASTEWATER
Docket No. ws-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-1

REVENUE REQUIREMENT

LINE
NO. DESCRIPTION

(A)
COMPANY
ORIGINAL

COST

(B)
COMPANY

FAIR
VALUE

(C)
STAFF

ORIGINAL
COST

(D)
STAFF
FAIR

VALUE

5 14,754,087 s 14,672,152 $ 14,872,152s 14,754,087

(51 ,594)

-0.35%

s s (51 ,594)

-0.35%

$ 7s,045 $ 73,045

1 Adjusted Rate Base

2 Adjusted Operating Income (Loss)

3 Current Rate of Return (L2 I L1 ) 0.50% 0. 50%

4 8.53% 8.53% 7.20% 7.20%

5 $ 1259.377 $ 1,259,377 s 1 ,056,395 $ 1 ,056.395

6 $ 1,310,969 $ 1.310]971 s $ 983.350

7

Required Rate of Return

Required Operating Income (L4 * LI)

Operating Income Deficiency (L5 - L2)

Gross Revenue Conversion Factor 15453 1 .5453 1.6438

8 Required Revenue Increase (L7 * LG) $ 2,156,882 5 2,156,882 is

9 $ 5,940,881 $ 5,940,381 s

983,350

1.6438

1,615,477 I

5,940,381 $ 5,940,381

w s 8,097/263 s 8,097,263 $ $ 7,556,858

11 3531% 36.31 %

7,556,858

27.21% 27.21 %

12

Adjusted Test Year Revenue

Proposed Annual Revenue (LB + LQ)

Required Increase in Revenue (%)

Rate of Return on Common Equity (%) 12.25% 1225% 10.20% 10.20%

References:
Column [A];
Column (B):
Column (C):

Company Schedule A-1
Company Schedule A-1
Staff Schedules GTM-2, GTM-3, and GTM-10



Test Year
Sun CityWastewater

s
s
$

5,940,381
6,098,120

440,165
$ (597,904)

6.9680%
s
s
s

(41 .see)
(556,242)
(189,122
(230,754)s

Staff Recommended
Sun City Wastewater

7,556,858
6,113,079

440,165

$
s
$

1.003,614
6.9€B0%

$

69.932
933,682
317,452

$
s
s
s 387,384

Sun City WW
$ 14,5721152

s_oooo%
s 440,165

ARlZONA~AMERICAN WATER COMPANY
Docket No, WS-01303A-09-D343
Test Year Ended December 31, 2008

. SUN CITY WASTEWATER Schedule GTM~2

GROSS REVENUE CONVERSION FACTOR

LINE
NO.

(A) (B) (C) (D)
DESCRlETI0N

1
2
3
4
5
B

Calculation of Grass Revenue Conversion Factor
Revenue
Uncollectible Fader (Line 11)
Revenues (L1 .. L2)
Combined Federal and Stale Income Tax and Property Tax Rate (Line 23)
Subtotal (LE - LE)
Revenue Conversion Factor (L1 ILL)

'100,0000%
D.0798%

99.9202%
39.0873%
aQ.8329%
1.643847

7
8
g
10
11

100,000D%
3B.5989%
61 .4011 %
0.1300%

Calculation of Uncollecttible Factor.
Unity
Combined Federal and State Tax Rate (Line 17)
One Minus Combined \income Tax Rate (LE - LB )
Urucolleciible Rate
Uncollectible Factor (LE ' L10 ) 0.0798%

10D.0DOD%
6.9680%

93.0320%
34.00DO%
31 ,5309%

Calculation of Effective Tax Rate:
12 Operating Income Before Taxes (Arizona Taxable Income)
13 Arizona State Income Tax Rate
14 Federal Taxable Income (L12 L13)
15 Applicable Federal Income Tax Rate (Line 46)
16 Effective Federal Income Tax Rate (L14 x L15)
17 Combined Federal and Slate Income Tax Rate (L13 +L16) 38.5989%

10D.DD00%
38,5SB9%
61 .4011%
0.7954%

18
19
20
21
22
23

0.4884%

Calculation of Effeclive Proneriv Tax Factor
Unity
Combined Federal and State lnoome Tax Rate (L17)
One Minus Combined Income Tax Rate (L18-L19)
Property Tax Factor (GTM-15, L25)
Effective Properly Tax Factor (L20°L21)
Combined Federal and State Income Tax and Property Tax Rate (L17+L23) 39_0B73%

24
25
26

$
s

1,0561395
73,045

Required Operating Income (Schedule GTM-1, Line 5)
AdjustedTes1 Year Operating Income (Lass) (Schedule GTM-10, Line 42)
Required Increase in operating Income (L24 .. L25) $ 983,350

27
28
29

$
s

387,384
(230,784)

income Taxes on Recommended Revenue (Col. (D), L45)
Income Taxes on Test Year Revenue (Col. (A), L45)
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) s 518,168

30
31
32

s 1,616,477
D.130D%

Required Revenue Increase (Schedule GTM-1, Line 8)
Uncollectible Rate (Line 10)
Required Increase in Revenue to Provide for Uncollectible Exp. (L30" L31 ) $ 2,101

33
34
35

s
s

154,768
141,911

Properly Tax with Recommended Revenue (GTM-15, Col B, L20)
Property Tax on Test Year Revenue (GTM-15, Col A, L17)
Increase in Property Tax Due lo Increase in Revenue (L33-L34) s 12,858

35 Total Required Increase in Revenue (Las + L29 + L32 + L35) $ 1,615,477

(A) (B)

Calculation oflncome Tax:
37 Revenue (Sch GTM~1D, Col(C) L5, GTM-1, Col. (D), LE)
38 Operating Expenses Excluding income Taxes
39 Synchronized Interest (L54)
40 Arizona Taxable Income (L37 - L38 - L39)
41 Arizona Slate Income TaxRate
42 Arizona Income Tax (L40 xL41)
43 Federal Taxable Income (L40 - L42)
44 Total Federal Income Tax
45 Combined Federal and State Income Tax (L42 + L44)

46 Effective Tax Rate 34 .o0oo%

Calculation of Interest Synchronization:
47 Rate Base (Schedule GTM-3, Col. (C), Line 17)
48 Weighted Average Cost of Debt
49 Synchronized Interest (L47 X L48)



ARIZONA-AMERICAN WATER COMPANY -SUN CITY WASTEWATER

Docket NO. WS-D1303A-09-0343

Test Year Ended December 31, 2008
Schedule GTM-3

RATE BASE - ORIGINAL COST

<B)

LINE
no.

(A)
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

(C)
STAFF

As
ADJUSTED

1
2
3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

$ $ $

$

24,469,337
10,761 ,769
13,707,568 $

(12,242)

(12,242) $

24,457,095
10,761 ,759
13,695,326

LESS!

4
5
6

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

$ 18,920
6,593

12,327

$ 6,593

6,593

$ 25,513
6,593

18,920

7 Advances in Aid of Construction (AIAC) 2,660,292 2,660,292

8 Imputed Reg AIAC

9 Imputed Reg CIAC 360,708 360,708

10 Accumulated Deferred Income Tax Credits
Customer Meter Deposits
ADD.-

11 Cash Working Capital

12 Accumulated Deferred Income Tax Debits

129,827 (25,028)

(47,072)

103,799

13 Supplies Inventory

1 ,824,256

597

1 \777,184

597

14 Prepayments

15 Deferred Debits

77,758 77,758

2,057,405 2,057,405

16 Purchase Wastewater Treatment Charges

Rounding 3 3

17 Original Cost Rate Base $ 14,764,087 $ (91 ,935) $ 14,672,152

References:
Column (A), Company Schedule B-2
Column (B): Schedule GTM-4
Column (C): Column (A) + Column (B)



ARIZONA-MIERICAN WATER COMPANY . sun CITY WASTEWATER
Docket ND. WS»D1303g,09.0343
Test YearEnded December 31, 2008

Schedule GTM-4

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS Planning
Sturdy

[Bl

Working
Capital

IC]

Deterred
Income Taxes

ID]

ClAf8 assaicaied
with CWIP

[E]
LINE
NO.

ACCT.
NO. DESCRIPTION

[A]
COMPANY
AS FILED ADJ #T ADJ #z ADJ #3 ADJ #4

[Fl
STAFF

DJ TED

PLANT IN SERVICE

s 122,373
6,1a2
6,565

187,017
485,769

4s,oaa
2.391611

1s,0s0.7a4
1,219,748
2,8501127

33,470
495,388

458
2,575
1,soa

115,202
178
291

10,495

351 DDU WWWOrganizs15on
352000 WW Franchises
353200 WW Land 8. Ld Rights Call
354200 WW $t1UC1 s- Imp Coil
354506 ww Slrucl a. Imp Gen
a5s4oo WW Power Gen Equip TDP
350000 WW Collection Sewers Forced
361100 WW Collaclho Mains
362000 WW Special CDII SIG
363000 WW Sawics Sewer
:¢e4000 VVW Flaw Measuring Devices
371100 WW pump Equip Had
380050 WW TD Equip Grit Removal
380100 WW TD Equip Std Tanks/Acc
380600 WW TD Equip eth Disk
380625 WW TD Eauip Gan Tm!
380650 WW TD Equip lntiueni Lil*1 S
382000 ww Outfall Sewer Lines
369100 WW Olh pl¢ s. Misc Equip lm
389600 WW Old PI! & Misc Equip
380000 WW Office Fumiiure & Equip
391090 we Trans Equipment
393009 WW Tool Shop L Garage Equip
396000 WW communication Equip
397000 WW Misc Equipment
398000 WW Gluer Tangible Equipment

122,373
6,132

6.555
187.917
455,759

49,093
2,397.611

13,050,734
1,215,746
2,580,127

.33_470
495,395

453
2,575
1.5o3

115,202
178
291

10,495
12,242
54,203
2 .312

59,656
23.222
13,207

1

(12,242)
54,2ua

2,312
59.558
23.222
13.207

1

Less: Youngstown Plant (96,727) (96,727)

s s

27,697 27,597

7,234
t61,494
70,145

254,701
e,s4s

1,234
161,494

70,145
254,701

s,549

relocated From Corp Tb Districts (SLM-2)
303500 Land & Land Rights AG
304510 Stud 8 Imp AG Cap Lease
3434600 Slrud a Imp Oftlces
304500 Strict & Imp Misc
304620 Strict & Imp Lsasehdd

3310001 Mains
339500 Dther P/E CPS
340100 Office Fumituie & Equip
340200 Comp & Perish Equip
540300 Computer Software
340330 Computer Software Other
340500 Other Office Equipment
341100 Trans Equip Lt Duty Trucks
343000 Tool Shop & Galzge Equip
344000 Laboratory Equipment
345000 Power Gperated Equipment
345100 Cop mm Equip Non-Telephone
346200 Communication Equip Telephone
346300 Communication Equip Other
347000 Misc Equipment
350400 WW TD Equip Aux Eff Tint
393000 VWV Tool SNop8 Garage Equip

26,059
2,oo9

657

25,059
2,009

so?

Rounding 2 2

Total Plant In Service 24,469,337 (12,242) 24.457.095

Accumulated Depredation
Net Plant in Service (L58 - L 59)

10,751,769
s 13,707,565 s (12,242) s s s $

18,781,759
13,595,325

5 s s s 5,593 s18,920
8.593

12,327
2,580,292

8,593

25,513
6.598

18,920
2§60,292

360,708 3f50.70e

129.827
1,824,256

(26928) 103,799
1.777,184(47,972)

1
2
s
4
5
s
7
s
s

10
11
12
13
14
i s
16
17
LB
19
20
21
22
23
24
25
25
27
pa
29
30
31
32
33
34
35
36
37
38
k g
40
41
42
43
44
45
CB
47
48
48
50
51
52
53
54
55
55
57
SB
59

60
61
62
SO
so
65
65
67
68
69
AD
71
72
73
74
75
78
77
78
79

597
77,75a

597
n.758

LESS:
Contributions in Aid of Construction (CIAC)

Less: Accumulated Amortization
Net CIAC (L63- L54)

Advsnues in Aid of Oonslrudion (AIAC)
imputed Reg Advances
Imputed Reg CIAC
Acc-urnuiaied Deferred In wma Tax Credits
Customer Meter Deposits

4.442;
Working Capaiai Allowance
Accumulated \Defered income Tax Debits
Purchase Wastewater Treatment Charges
Material aM Supplies Inventory
Prepayments
Projected Capital Expervdilures
Defensed Dehlia
Rounding
Driginai Cost Rate Base

2_057,405
__ 3
s 14,764,087 s l12,242) s (28,025) s (47,072) s (5,583) s

2,057,405
a

14,572,152



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-5

RATE BASE ADJUSTMENT# 1 . COMPREHENSIVE PLANNING STUDY COSTS

[B]

LINE
no

1

ACCT
no.

389100
Descriggion

WW Oth Plt & Misc Equip Inf

[A]
COMPANY

AS
FILED

$ 12,242

STAFF
ADJUSTMENTS

s (12,242)

[C]
STAFF

AS
ADJUSTED

References:
Column [A]; Company Schedules
Column (B): Per Testimony GTM
Column (C): Column [A] less Column [B]



ARIZONA-AMERICAN WATER COM PANY . SUN CITY WASTEWATER
Docket No. ws-01303A.09_g343
Test Year Ended December 31 , 2008

Schedule GTM~6

RATE BASE ADJUSTMENT #2 . WORKING CAPITAL

[A] [5] [D] [El

LINE
NO. DESCRIPTION

COMPANY
TEST YEAR
AS FILED

STAFF
TEST YEAR

ADJUsTMENTS

IC]
STAFF

TEST YEAR
AS

A DJ U STE D
LEAD/LAG

DAYS
DOLLAR

DAYS

s s 454,529
18,550

$ 5,454,348
384,8352.746

(4,885)

12.00
20.75
20.35
43.73
14.77

(13.67)
(2.37)

(83.68)
20.31(107,200)

144,345,944
13,784,099
(1,930,292)

(179,039)
(4,824,90B)

7B1,644

Labor
Fuel 8; Power
Chemicals
Waste Di$PDSBI
Management Fees
Group insurance
Pensions
Insurance Other Than Group
Customer Accounting
Rents
Miscellaneous
Maintenance Expense
Other Operating Expenses
Taxes Other Than Income-Property Taxes
Taxes Other Than Income~Othef
Income Taxes
Interest
Total Operating Expenses

454,529
15,894

4,885
3,300,475

933.155
141,193

75,595
571658

145,686
40,858

104,503
51,533
94.627

157,456
34,880

513,251
442,923

6,579,019

(2,688)

3,300,475
933,155
141,193
75,595
57,656
38,486
40,868

104,503
61 ,533
94,627

154,768
34,880

387,384
440, 1 so

6,338,256

12.47
29.75
30.00

189.67
13.35
30.13

105.25
443.81

(125,867)
(2,758)

(240,653)

1,303,163
1,830,379
2,838,810

29,354,897
465,515

11.671 ,875
46,767,484

252,048,754

1
2
3
4
5
6
7
a
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

Expense Lag
Revenue Lag
net Lag
Staff Adjusted Expenses
Staff . Cash Working Capital
Company As Field
Staff Adjustment

Line 20, Cal. (E) / Col [C]
Company W orkpapers
Line 22 - 21
Line to, Col C
Line 25 * Line 2B/865 Dal
Co Schedule B-5
To GTM-4

39.77
45,74
5.98

6,338,366
103,799
129,827
(26,028)

31
32
33
34

References:
Column [A]: Company Schedule C-1
Column [B]: Staff adjustments to expenses, See Testimony GTM
Column [C]z Column [A] + Column [B]
Column [D]: Expense Lags Used on DocKetW S-01303A-08-0403, approved in Decision No. 70372
Column [Elf Column [C] * Column [D]



ARI20NA,AMEgl<;AN WATER COMPANY . SUN CITY WASTEWATER
Docket No, W5-,01303A-09-0042
Test Year Ended December 31 r zoos

Schedule GTM- 7

RATE BASE ADJUSTMENT183 r ACCUMULATED DEFERRED INCOME TAXES

[A]
COMPANY

AS
FILED

[B]

STAFF
ADJu STMENTS

I I I
STAFF

AS
ADJUSTED

UESCRIPTI ON
LINE

* i n
1
2
3

ADIT _ trial
Allocation Factor
ADIT allocated to (his system

s 13,025,093
14.01 %

1,824,255

(338,093) s
14.91%

(47,072)

12,689,000
14.01%

1,777,183

REFERENCES
Columns [AL Line 1: Amounlsused by Cy as basis for alky:ation
Column [A}, [B]8. [C]_ Line2: AHoca\iQn rate to this sys Mm

Column [C], Line 1: Allocable amount per audited Financial statements times allocation rate
Column IA], [B] & [C}_ Line3: Recalculated amounts



ARIZONA-AMERICAN WATER COMPANY .. sun CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule. GTM - 8

RATE BASE ADJUSTMENT #4 - CIAC ASSOCIATED WITH CWIP

[B]

LINE
no. DESCRIPTION

[A]
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

IC]
STAFF

AS
ADJUSTED

1 Contributions in Aid of Construction (CIAO) 18,920 6.593 25,513

REFERENCESz
Columns [A]: Company schedules
Column [B]: Column [C] less Column [A]
Column [C]: See testimony GTM



AR1ZONA~AMERICAN WATER COMPANY . sun CITY WASTEWATER
Docket No. WS-D1303A-09-0343

Test Year Ended December 31, 2008

Schedule GTM-1 O

OPERATING INCOME STATEMENT TEST YEAR AND STAFF RECOMMENDED

[A] [B] [D] [E]

LINE
no. DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

(c]
STAFF

TEST YEAR
AS

ADJUSTED

STAFF
RECOMMENDED

CHANGES
STAFF

RECOMMENDED

1
2
3
4
5

$ 5,933,970
s,411

s $ 5,933,970
6.411

s 1,516,477 s 7,550,447
6,411

Sewer Revenues
Other Revenues
Other
Total Operating Revenues $ 5,840,381 $ s 5,940.381 s 1,6161477 s 7,656,858

454,529 $ 454,529 s s 454,529

2,748

(9,406)

(50,872) 2.101

Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes-Property Taxes
General Taxes-Other
Income Taxes

s
$
$
s
s
$
s
$
$
$
s
s
$
s
s
s
$
$
$

(131 ,e47>
(15,545) 12,858

8
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

15,804
4,885

3,300,475
sos, 1 as
141 .193
75,595
49,683
57,656

145,686
40,868
44,944

104 ,503
61 ,533

679.999
157.456

34,880
(3101869) 80,085

18,550
4,aas

3,300,475
933,155
141 ,193
75,595
40.277
57,656
94_B14
40,868
44.944

104,503
S11533

548.352
141 ,911
34,880

(230,784) 618,168

18,550
4,885

3,300,475
ass, 155
141 .1 as
75,595
40,277
57,656
95,916
40,868
44,944

104,503
61 ,533

548,352
154,758
34,Bao

387,384

Total Operating Expenses
Operating Income (Loss) s

5,991 ,975
(51 ,594) 5

(124,639)
124,639 s

5,BS7,336
73,045 s

633,127
983,350 s

5,500,483
1,056,385

References:
Column (A): Company Sehedule c-1
Column (B): Schedule GTM 11
Column (C.)t Column (A) + Column (B)
Column (D): Schedules GTM 2, Lines 29 and 37
Column (E): Column (C) 4- Column (D)
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ARIZONA-AMERICAN WATER COMPANY , SUN CITY WASTEWATER

Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-12

OPERATING INCOME ADJUSTMENT # 1 - FUEL & POWER

LINE
no. DESCRIPTION

IB]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Actual Test Year Fuel 8¢ Power

[A]
COMPANY
PROPOSED

$ 15,804 2.746 $ 18,550

Referencest
Column (A), Company Schedule C-1
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WASTEWATER

Docket No. WS-01303A-09-0343
Test Year Ended December al, 2008

Schedule GTM~13

OPERATING INCOME ADJUSTMENT # 2 - CUSTOMER ACCOUNTING (BAD DEBT)

DESCRIPTION
Total Uncollectible Accounts
Uncollectible Accounts- Miscellaneous Invoices
Net Used in Company calculation
Allocation Percentage~
Bad Debts included in Cust. Accounting

[AI
COMPANY
PROPOSED,
$1,152,299
$ (361,154)
$ 791,145

7.39%
$ 58,430

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

$ 5,940;381
o.13%

7,558

LINE
n o .

1
2
3
4
5
6
7
8
9
10
11

Staff Adjusted Test Year Revenue
3-year average Bad Debt Exp. Rate, Per Co.
Staff Recommended Bad Debt Exp $

Adjustment $ (50,872)

References:
Column [A], Company W orkpapers
Column [B]: Col. [C], line 9, less Col [A], line 5

and Testimony GTM ,
Column (C): Line 8, Per Company's Workpapers
Column (C): Line 9 Staffs recommended Bad
Debt Expense, based on 3-year average
loss history times Staff Recommended Revenues

I



ARIZONA-AMERICAN WATER CDMPANY. SUN CITY WASTEWATER
Docket No. wstol :su3A-09-oa4a
Test Year Ended December31, 2008

Schedule GTM-14

OPERATING INCOMEADJUSTMENT #3- DEPRECIATIONEXPENSE

DESCRIPT)ON
Depreciation & Amortization

IA]
COMPANY
PROPOSED

$ 579,999

[8]
STAFF

ADJUSTMENTS
s (131 ,e47l

[Cl
STAFF

RECOMMENDED
s 548,352

LINE
DESCRIPTION

[A]
PlANT

BALANCE

[B]
DEPRECIATION

RATE

[C]
DEPRECIATIGN

EXPENSE

B-2. page 3
12z,s73

6,132
8,565

187,017
485,769

4 9 0 3
2 v397 .611

16.050.734
1 .219,748
2 ,6B0,127

33,470
495,398

453
2.575
1 ,503

115,202
178
291

10,495

4,675
7.778
1 _say

49,631
325,830
102,459
54,675

3,347
26,851

9
52
30

2.304
4
5

523

PLANT IN
351000
352000
35szoo
354200
354500
355400
360000
3611 DD
352000
363000
354000
3711 OD
360050
3801 DD
aaoeoo
380625
380650
382000
3891 OD
389600
390000
391000
393000
396000
397000
398000

SERVICE:
OmanizaGon

WW Franchises
WW Land a Ld Rights Coll
WW Struck & Imp Coll
WW Slrud & Imp Gen
WW Power Gen Equip TDP
WW ColiecmiohSewersForced
WW ColiedingMains
WW Special Cell Strict
WW Service Sewer
WW Flow Measuring Devices
WW Pump Equip Elem:
WW TD Equip Grit Removal
WW TD Equip Sad TankslAcc
WW TD Eauip Oth Disk
WW TD Eauip Gen Tmt
WW TD Equip Influent Lift S
WW Ouifali Sewer Lines
WW Oth PH a Misc Equip Inf
WW Olh PM & Misc Equip
ww Office Furniture & Equip
WW Trans Equipment
WW TOOI Shop &.Garage Equip
WW Communicalicn Equip
WW Misc Equipment
WW Other Tangible Equipment

54.203
2,312

59,656
23_2z2
13,207

1

0.00%
0.00%
0.00%
2.50%
1.67%
3.33%
2.07%
2.03%
8.40%
2.04%

10.00%
5.42%
2.00%
2.06%
2.00%
2.00%
2.00%
2.00%
4,9a%
4.98%
4.59%

20.00%
4.47%

10.28%
5.10%
0.00%

2.485
462

2,667
2.387

B74

Less: Youngstown Plant (96 ,727)

B-2 page 4

27,697

7.234
161 ,494

70,145
254,701

5.549

239
6,524
7,015

63,675
1537

303600
304510
304600
304800
304620
331 oool
339600
34-0100
340200
240300
340330
340500
34110D
343000
34.000
345000
3461 of
346200
346300
347000
380400
as3000

Allocated From Corp to Districts (SLM-2)
Land & Land Rights AG
Struet & Imp AG Cap Lease
Strict a Imp Offices
Slnxti & Imp Misc
Struck& Imp Leasehold
Mains
Other P/E CPS
Once Furniture & Equip
Comp & Perish Equlp
Computer Software
Computer SoftwareOther
Other Office Equipment
Trans Equip Lt Duty Trucks
Tool Shop & Garage Equip
Laboratory Equiprnenl
Power Operated Equipment
Cop mm EquipNon-Telephone
CommunicationEquipTelephone
Communication Equip Other
Misc Equipment
ww To Equlp Aux Eff Trot
WW Too! Shop& Garage Equip

28,059
2.009

687

0.00%
0.00%
0.00%
1.67%
0.00%
1.53%
3.30%
4.04%

10.00%
25.00%
25.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
9.76%
0.00%
o,oo%
0.00%
4.74%

196

Rounding
Total Plan! in Service

z
24,457,095 2.73% 567,768

351 too
353200
355400

Less Non Depreciable Plant
WwWOrganlza'lion
WW Land & Ld Rights CQII
WW Power Gen Equip TDP

122,373
5.585

49,003

o,oo%
o,00%
0.00%

s 24,279,154 s 667,768
2.75%

2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
l a
19
20
21
22
23
24
25
ZN
27
CB
29
30
31
oz
33
34
35
as
37
38
39
40
41
42
43
44
45
i s
47
48
i s
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
59
70
71
72

$ 25,513 s
s

Net DepreciablePlant and Depreciation Amounts
Composite Depreciation Rate

Less
Amortization of RegulatoryClAC at Settlement Rate

Amortization of CIAC al Composite Rate

Staff Recommended Depreciation Expense
Company Proposed DepreciationExpense

staff AdjusMenL s

118,114
702

548.352
679.999

(131,547)

LINE
nm ;

1

89

Col A
Col B
Col C

ACCT.
N  .

References:
Schedule GTM-4
Proposed Rates per Slaf( Engineering Repor! for Non Allocated Plant
Cot III times col la] |



STAFF
RECOMMENDED

LINE
NO. DESCRIPTION

STAFF
AS ADJUSTED

ARIZONA-AMERICAN WATER COMPANY , SUN CITY WASTEWATER
Docket No. WS-01303A-D9-0343
Test Year Ended December 31, 200B

Schedule GTM-15

OPERATING INCOME ADJUSTMENT #4 .. PROPERTY TAX EXPENSE

IA] [B]

$ 5.940,381
2

11,880,762
5,940,381

$ 5,940,381
2

11,880,762

17,821,143
3

5,940,381
2

11 ,8B0,l/62

13,454

7,555,858
19,437,620

3
6,479,207

2
12,958,413

13,454

12,971,867
22.0%

2,853,811
5.42%

$
s
s

11,894,216
22.0%

2,516,728
5.42%

141 ,911
157,456
(15,545)

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22

Staff Adjusted Test Year Revenues - 2008
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Adjusted Test Year Revenues - 2008
Staff Recommended Revenue
Subtotal (Line 3 + Line 4) or (Line 3 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilptier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP - 2008
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)
Property Tax on Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase in Property Tax Due to Increase in Revenue Requirement

$
$
s

154,768
141,911
12,858

23
24
25

Increase in Property Tax Due to Increase in Revenue Requirement (Line 22)
Increase in Revenue Requirement
Increase in Property Tax Per Dollar Increase in Revenue (Line 23 I Line 24)

$
$

12,858
1,616,477
0.79540%

REFERENCES: .
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C~1, Line 24
Line 21: Line 19 - Line 20
Line 23: Schedule GTM-1, Line 8



ARIZONA-AMERICAN WATER COMPANY .. SUN CITY WASTEWATER
Docket NO; W$.01303A-09.g343
Test Year Ended December 31, 2008

Schedule GTM-16

OPERATING INCOME ADJUSTMENT # 5 - INCOME TAXES

LINE ACCT
NO. no. oEscRlpTlon_

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Income Taxes $ (310,8a9) $ 80,085 s (230v784)

References:
Column (A), Company Schedule G-2
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY .. SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-17

OPERATING INCOME ADJUSTMENT # s - REGULATORY EXPENSE

LINE ACCT
n o. n o. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Regulatory Expense $ 49,683 $ (9,406) s 40,277

References:
Column (A), Company Schedule C-2 , p 16
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER

Docket No. WS~01303A009-0343

Test Year Ended December 31 , 2008

DIRECT TESTIMONY OF GARY T. MCMURRY

TABLE OF CONTENTS TO SCHEDULES

SCH # TITLE

GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM~

1 REVENUE REQUIREMENT
2 GROSS REVENUE CONVERSION FACTOR
3 RATE BASE - ORIGINAL COST
4 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS
5 RATE BASE ADJUSTMENT # 1 .. NW VALLEY REGIONAL TREATMENT FACILITIY (NWVRTF) ADJUST
6 RATE BASE ADJUSTMENT # 2 - WORKING CAPITAL
7 RATE BASE ADJUSTMENT # 3 - ACCUMULATED DEFERRED INCOME TAXES
8 RATE BASE ADJUSTMENT #4 - COMPREHENSIVE STUDY PLANNING COST
9 RATE BASE ADJUSTMENT # 5 .. ACCUMULATED DEPRECIATION (NWVRTF)

10 OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED
11 SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR
12 OPERATING INCOME ADJUSTMENT #1 - NWVRTF OPERATING EXPENSE
13 OPERATING INCOME ADJUSTMENT # 2 - FUEL & POWER EXPENSE
14 OPERATING INCOME ADJUSTMENT # 3 - BAD DEBT EXPENSE
15 OPERATING INCOME ADJUSTMENT #4 - WATER TESTING
18 OPERATING INCOME ADJUSTMENT # 5- DEPRECIATION EXPENSE
17 OPERATING INCOME ADJUSTMENT #6 - PROPERTY TAX EXPENSE
18 OPERATING INCOME ADJUSTMENT # 7 - INCOME TAXES
19 OPERATING INCOME ADJUSTMENT # 8 - REGULATORY EXPENSE



ARIZONA-AMERICAN WATERCOMPANY - SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM~1

REVENUE REQUIREMENT

LINE
NO, DESCRIPTION

(A)
COMPANY
ORIGINAL

COST

(B)
COMPANY

FAIR
VALUE

(C)
STAFF

ORIGINAL
COST

(D)
STAFF
FAIR

VALUE

1 Adjusted Rate Base

2 Adjusted Operating Income (Loss)

3 CurTent Rate of Recur (LE I L I )

s 17,821 ,339

$ 618,443

3.47%

$ 17,821,339

618,443

3.47%

$

s

$

18,169,383

352,039

1.94%

$

$

18,169,383

352,039

1.94%

4 8.53% 8.53% 7.20% 7.20%

5 $

6

$

$ $

$

s

$

$

7

Required Rate of Return

Required Operating Income (L4 * LI)

Operating income Deficiency (Ls .. LE)

Gross Revenue Conversion Factor

1,520,160

901,717

1.6422

1,520,160

901,717

1.6422

B $ $ 1 ,480,765 is
9 $

10

$

s

$

$ $

11

1_480,765

5,651 ,710

7,142,475

26.15%

5,661,710

7,142,475

26.15%

1,308,196

956,157

1.6422

1,570,191 | [ s

5,661 ,710 s

7,231 ,901 S

27.73%

12

Required Revenue Increase (L7 ' LG)

Adjusted Test Year Revenue

Proposed Annual Revenue (Ls + LQ)

Required Increase in Revenue (%)

Rate of Return on Common Equity (%) 12.25% 12.25% 10.20%

1,308,196

956,157

1.6422

1,570,191 I

5,661,710

7,231 ,901

27.73%

10.20%

References:
Column [A]:
Column (B):
Column (C):

Company Schedule A-1
Company Schedule A-1
Staff Schedules GTM-2, GTM-3, and GTM-10



Staff Recommended
Sun City West WW

s
s
s

7,231,901
5,443,985

545,082

s 1.242.835
s.9s80%

s
$
s

85,501
1,155,234

393,120
s 479,720

Test Year
Sun City WestWW

5,651,710
5,431 ,025

545,082

$
s
s
s (314,396)

6,9680%
(21,907)

(292,489)
(99,446

$
$
s
s (121853)

ARIZONA~AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM~2

GROSS REVENUE CONVERSION FACTOR

LINE
no.

(A) (B) (C) (D)
DESCRIPTION

1
2
3
4
5
6

Calculation of Gross Revenue Conversion Factor:
Revenue
Unccllecible Factor (Line 11)
Revenues (L1 - L2)
Combined Federal and State Income Tax and Property Tax Rate(Line 23)
Subtotal (La - LE)
Revenue Conversion Factor (LI ILL)

100.0D00%
0.0184%

99.9816%
39.0873%
60.B943%
1.642189

100,0000%
38.5989%
61 .4011%
0.0300%

7
8
9
10
11

Calculation of Uncollectible Factor?
Unity
Combined Federal and Stale Tax Rate (Line 17)
One Minus Combined Income TaxRate (L7 - LB )
Uncollectible Rate
Uncol\ec1ible Factor (LE ' L10 ) 0.01e4%

1D0.000D%
5.958U%

93.0320°/a
34.000079
31.53D9%

12
13
14
15
16
17

Calculation of Effective Tax Rate:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L12 - L13)
Applicable Federal Income Tax Rate (Line 44)
Effective Federal Income Tax Rate (L14 x L15)
Combined Federal and State Income Tax Rate (L13 +L1 S) 38.5989%

100.000D%
38.5989%
61 ;4011%
0.7/54%

0.4884%

18
19
20
21
22
.23

Calculation of Effective Prooertv Tax Facto(
Unity
Combined Federal and Stale Income Tax Rate (L17)
One Minus Combined Income Tax Rafe (L18-L19)
Property Tax Factor (GTM-- 6, L24)
Effective Property Tax Factor (L2.0'L21)
Combined Federal and State Income Tax and Property Tax Rate (L17+L22) 39.0873%

s
s

1,308,196
352,039

24
25
26

Required Operating Income (Schedule GTM~1, Line 5)
AdjusiedTesi Year Operating Income (Loss) (Schedule GTM-1 O, Line 42)
Required Increase in Operating Income (L24 - L25) s 956,157

s
s

479,720
(121 .353)

27 Income Taxes on Recommended Revenue (Col. (F), LS2)
pa income Taxes on Test Year Revenue (Col. (A),. L52)
29 Required Increase in Revenue to Provide for Income Taxes (L27 . L28) s 601,074

s30
31
32

Required Revenue Increase (Schedule GTM-1, Line B)
Uncollectible Rate (Line 10)
Required Increase in Revenue to Provide for Uncollectible Exp. (L30 ' L31)

1,570,191
0.0300%

$ 471

s
$

147,750
135,261

33
34
35

Property Tax with Recommended Revenue (GTM~15, Col B, L20)
Property Tax on Test Year Revenue (GTM-15, Col A, L17)
Increase in Property Tax Due to increase in Revenue (L33~L34) 5 12,489

36 Total Required Increase in Revenue (L26 + L29 + L32 + L35) _8 1.570.191

(A) (B)

37
38
39
40
41
42
43
44
45

Calculation of Income Tax"
Revenue (Sch GTM-10, Col.(c) L5, GTM-1, Col. (D), LE)
Operating Expenses Excluding Income Taxes
Synchronized Interest (L54)
Arizona Taxable Income (L37 .. L38 - L39)
Arizona State Income Tax Rate
Arizona Income Tax (L40 x L41)
Federal Taxable Income (L40 - L42)
Total Federal Income Tax
Combined Federal and Stale Income Tax (L42 + L44)

46 Effective Tax Rate 34.0000%

47
48
49

Calculation of Interest Synchronizer Hon:
Rate Base (Schedule GTM-3, Col (C), Line 17)
Weighted Average Cost of Debt
Synchronized Interest (L47 X L48)

| Sun City West
$ 18:159,383

3.0000%
545,082$



ARIZONA-AMERICAN WATER COMPANY .SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year EndedDecember 31, 2008

Schedule GTM-3

RATE BASE - ORIGINAL COST

(B)

LINE
no.

(A)
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

(C)
STAFF

AS
ADJUSTED

1

2

3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

$ $

$

35,931 ,696
19,183,739
16,747,957 $

1 ,052,065
630,244
421,821 $

36,983,761
19,813,983
17,169,778

LESS.

4
5
6

Contributions in Aid of Construction (GIAC)
Less: Accumulated Amortization

Net CIAC

$ 5,122
(375)

4,747

$ $ 5,122
(375)

4,747

7 Advances in Aid of Construction(AIAC) 145,453 145,453

8 Imputed Reg AIAC

9 imputed Reg CIAC 443,212 443,212

10 Accumulated Deferred Income Tax Credits
Customer Meter Deposits

ADD."

11 Cash Working Capital

12 Accumulated Deferred Income Tax Debits

229,465 187,766

1,243,135

(41 ,699)

(32,077) 1,211,058

13 Supplies Inventory 32,436

14 Prepayments 52,988

32,436

52,988

15 Deferred Debits 108,771 108,771

16 Purchase Wastewater Treatment Charges

17

Rounding

Original Cost Rate Base

(1)

$ 17,821,339 $ 348,044

(1)

$ 18,169,383

References:
Column (A), Company Schedule B-2
Column (B): Schedule GTM-4
Column (C): Column (A) + Column (B)

an



ARIZONA-AMERICAN WATER COMPANY - SUN cm/ WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December31, zoos

Schedule GTM-4

SUMMARY OF ORIGINAL cosT RATE BASE ADJUSTMENTS
NWVRTF

Cost Allocation

Working
Capital

Deferred
lnttome Taxes

Comprehensive
Study Costs

Accumulated
Depreciation

LINE
NO.

AccT_
DESCRIPTION

[Al
COMPANY
AS FILED

[Bl

ADJ#1

[C]

ADJ #2 ADJ #3

[El

ADJ #4

[E]

ADJ #5

[F]
STAFF

ADJUSTED

s 4,o7s
68

s 4,078
68

130,873
48,870
25,840

130.873
481870
25,840

1
2
3
4
5
6
7
8
g
10
11
12
13

752,939
13,101 ,343

963.907
2.641 ,009

12,242 765,181
13, 101 ,MS

963,907
2,641 ,009

PLANTIN SERV/CEI
351000 Oman&ation
352000 WW Franchises
353200 WW Land a. Ld Rights Con
354200 WW Struck & Imp Col!
354500 WW Strud 5. Imp Gen
365300 WW Power Gen Equip SPP
355490 WW Power Gen Equip TDP
350000 VWV CONecH0» '1 Sewers Forced
361100 WW Collecting Mains
362000 WW Special CO" Sims!
363000 WW Service Sewer
364000 WW Flow Measuring Devices
371100 WW PumpEquip Elem! 27 v605 27,605

7,615
5,634

110,053
19,580

7,515
5,534

110,053
19,530

380050 WW TD Equip GriI Removal
3801 DD WW TD Equip Sea TankslAcc
380600 WWTD Equip om Disk
380625 ww TD Eauip Gen Tmt
380650 WWTD Equip Influent Lift S
382000 WW Outfall Sewer Lines
389100 WW Olh pl\ s. Misc Equip in!
389w0 ww om pr L Misc Equip
390000 WW Office Fumimre & Equip
391000 WW Trans Equipment
393W0 WW Tool Shop & Gauge Equip
395000 WW Power Operated Equip
396000 WW Cornmunicaiion Equip
397000 WW Misc Equipment
398000 vow Other Tangible Equipment

777
12,621
22.653

777
12,521
22,563

14
15
16
17
48
19
20
21
22
23
24
25
26
27
28
29
t o
31 s s
32
33
34
35
35

18,874 18.874

4.930
110,050
47,801

173.566
4.453

4 ,930
1t0.050

47,801
173.565

4.453

303500
304510
304600
304800

304620
3310001
339600

340100
340200

340300
340330
340500

341100
343000

344000

345000

346100

345200
346300
347000

380400
393000

Allocated Frown Corp in Districts (SLM-2)
Land & Land Rights AG
Strict & Imp AG Cap Lease
Strut a. Imp Offices
Struck & Imp Misc
Struck & Imp Leasehold
Mains
Other P/E CPS
Office Fumilure & Equip
Comp s. Periph Equip
Computer Softvvare
Computer Software Other
Other office Equipment
Trans Equip L! Duty Trucks
Tod shop 8»  Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Communication Equip Telephone
Communication Equip Other
Misc Equipment
WWTD Equip Aux E11 Tint
WW Tool Shop & Garage Equip

17,760
1.369

468

17i760
1 _ass

458

B-2 p9
887

307,913
14,108

1,B71 ,614
658,418

52
18v113

830
110,095

38,730

939
326,026
14,988

1.981 .709
697.148

1.08e,aao
5,407

63,931
318

1,150,761
5,725

74,650
352,131

17,606
3,739

4,392
20.714

w a s
220

79,052
372,845

18,642
3.959

37
38
39
40
41
42
43
44
45
45
47
48
49
50
51
52
53
54
55
56
57
58
59
60
B I
62
BE
64
SO
65
67
68
GO
70
71
72
73
74
75
76
77
78
79
80
81
82

352000

353200
353500
354200
354300
354400
354500
355200

355300
380000
361100

362000
363000

364000
370000

371100
371200

380000
380050
380100

380200
380250

3B0300
380350

380400
380500
380500
380625

North West Valley Treat Plant (NWVRTF)
WW Franchises
WW Land a Ld Rights Coll
WW Land & Ld Rights Gen
WW Slrucl & Imp Coll
VWV Stmcl & Imp SPP
WW Sired & Imp TDP
WW Strut & Imp Gen
WW PowerGenEquip col
WW Power Gen Equip SPP
WW collection Sewers Forced
WW Collecting Mains
WW Special Coll Struck
WW Service Sewer
WW Flaw Measuring Devices
WW Receiving Wells
WW pump Equip Elem!
VV\N Pump Equip Other
WW TD Equipment
WW TD Equip Grit Removal
WW TD Equip Sad TankslAcc
WW TD EquipSldge/Efll Rmv
WW TD Equip Sldge Dig Tnk
WW TD Equip Sldge DrylFilt
WW TD Equip Sec Trml Fill
WW TD Equip Aux Effi Tmil
WW TD Equip Chem Trml Plant
WWTD Equip om Disk
WW TD Equip Gen Trill

275,127
252

1,432.178
749,658

3,550,585
35,551
48,658

4,100,856
17,3B4

873,055
1 ,379

706,938
538,528

15,184
15

84,246
44.098

214,739
2.091
2,aez

241,227
1.023

51,355
BI

41,s85
31,678

291 .311
257

1 .516,424
793,756

3,885,304
37.642
51 ,518

4,342,083
1B,407

924,411
1,460

748,523
570,206



ARIZONA-AMERICAN WATERCOMPANY sun CITY WEST WASTEWATER
Docket No. WS-01393A.09-0343
Test Year Ended December 31, za0a

Schedule GTM~4

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS
NWVRTF

Cost Allocation
Working
Capital

Deferred
Income Taxes

Comprehensive
Study Costs

Accumulated
Depreciation

LINE ACCT.
no. DESCRIPTION

IA]
COMPANY
AS FILED

[81

ADJ #1

[C]

ADJ #2

ID]

ADJ #3

[El

ADJ #4

[E]

ADJ #5

[F]
STAFF

ADJUSTED

48.971
11,159
79,832
13,168

2.861
658

4.698
775

51,852
11 ,at s
B4,528
13,943

114,284
13,704
42,823

162,385
7.683

54,475
67,116
B,B09

151,095
47,591

6,723
B06

2,519
9,580

451
4,969
3,948

518
8,888
2,799

1z1 ,001
14,510
45,342

172,443
8,114

149,445
71.064

9,327
158,983
50,390

380650 WW TD Equip influent Lift S
381 too WW Plant Sewers
382000 WW Outfall Sewer Lines
389100 WW Oth pr & MiscEquip Inf
389600 WW om PM6- Misc Equip
390000 WW OfficeFumilure & Equip
390200 WW Computer & Perphiats
390300 WW Computer Software
391000 WWTI1ns Equip
392000 WW Stores Equip
393000 WW Tool Shop 8 Garage Equip
394000 WW Laboratory Equipment
395000 WW Power OperatedEquipment
395000 WW Comm Equip
397000 WW Misc Equip
398000 WW Other Tangible Planl

Rounding (4)

Total Plant in Service

(4)

35.931 ,896 1 ,039.823 12,242 36,983,751

Accumulated Depreciation
Net Plan! in Service (L58 - L 59) 's 1,039,823 s s s 12.242

630244
s (530,244 s

199813.983
17,18s.777

19,183,739
$ 16,747,857

s
$

s,122
(375)

4.747
145,453

s s s s s s 5,122
(375)

4,747
1451453

443,212 443212

BE
84
85
86
87
88
89
90
91
92
93
94
95
BG
97
98
99
100
101
102
103
104
105
10s
107
108
109
110
111
112
N a
114

LESS:
Contributions in Aid of Constmclion (GIAC)

Less: Ac4;umula!ed ArnoNization
Ne! CIAC (LS3 L64)

Advances in Aid of Construction (AIAC)
Imputed Reg Advances
Imputed Reg GIAC
Deferred Income Tax credits
Customer Meter Deposits

229,465
1 ,243,135

(41 ,G99) 187,766
1211 .058(32,077)

32.435
52,988

32.436
52,988

EQ

115
116
117
N B
119
120
121
1'22
123
t24

ADD:
Working Capital Allowance
Deferred Income Tax Debits
Purchase WastewaterTreatment Charges
Material and Supp\ies Inventory
Prepayments
Projected CapitalExpendilurns
Deferred Debits
Rounding
Original Cost Rate Base

108,771
(1)

$ 17,821,339 ' s 1,039,823 s (41,699) s (32,077) s 12,242 s (630,244) $

108,771
(1)

18,188,383



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, zoos

Schedule GTM-5

RATE BASE ADJUSTMENT # 1 . NW VALLEY REGIONAL TREATMENT FACILITIY (NWVRTF) ADJUSTMENT

[A]
COMPANY

AS
FILED

[B] IC]
STAFF

As
ADJUSTED

LINE
NO.

ACCT
no. Description

STAFF
ADJUSTMENTS

B87
397,913

14,108
1,871 .614

658,418

52
18,113

830
110.095

3a,7ao

939
326,026

14,938
1,saa1 ,709

697,148

1,086,830
5,407

s3,9s1
318

1,150,761
5,725

74,660
352,131

17,696
a,739

4,392
20,714

1,036
220

79,052
372,845

18,542
3,959

275,127
252

11432,178
749,658

3,650,565
35,551
48,656

4,100_a56
17,384

873,055
1,379

706.938
538,528
48,971
11 ,1 Se
79,832
13,168

16,184
15

84,248
44,098

214,739
2,091
2.862

241 ,227
1,023

51 ,356
81

41 ,5B5
31,678

2,881
G55

4,696
775

291 .311
267

1.516,424
793,755

3,865,304
37,542
51 ,518

4,342,083
18_407

924v411
1,4so

748,523
570,205

51 _ask
11,815
84,528
13,943

352000
353200
353500
354200
354300
354400
354500
355200
355300
360000
361100
352000
353000
364000
370000
371100
371200
380000
380050
3801 DO
380200
380250
380300
380350
380400
380500
380600
380625
380550
381000
3B2000
3 8 9 t h
389600
390000
390200
390300
391000
392000
393000
394000
395000
396000
397000
398000

WW Franchises
WW Land & Ld Rights Coll
WW Land & Ld Rights Gen
WW Strut & Imp Coll
WW Slrud & Imp SPP
WW Strut a. Imp TDP
WW Struck & Imp Gen
WW Power Gen Equip Col
WW Power Gen Equip SPP
WW Collection Sewers Forced
WW Collecting Mains
WW Special Coll Siruct
WW Service Sewer
WW Flow Measuring Devices
WW Receiving Wells
WW Pump Equip Elem
WW Pump Equip Other
WW TD Equipment
WW TD Equip Grit Removal
WW TD Equip sea Tanks/Acc
WW TD Equip SldgeIEf1l Rmv
WW TD Equip Sldge Dig Tnk
WW TD Equip sludge Dry/Fm
WW TD Equip Sec Trmi Fist
WW TD Equip Aux Effl Trmt
WW TD Equip Chem Trmi Plant
WW TD Equip Oth Disk
WWTD Equip Gen Trmt
WWTD Equip influent Lift S
WW Plant Sewers
WW Ouliall Sewer Lines
WW Oth Ply & Misc Equip inf
WW Oth Ply 8. Misc Equip
WW Office Furniture & Equip
WW Computer 8- Perphials
WW Computer Software
WW Trans Equip
WW Stores Equip
WW Tool Shop 8 Garage Equip
WW Laboratory EquipmeM
w w Power Operated Equipment
WW Comm Equip
WW Misc Equip
WW Other Tangible Plant

114,284
13,704
42,823

152,863
7,563

84,476
s7,116

8,809
151 ,095
47,591

6,723
B06

2,519
9,580

451
4,9e9
s,s48

518
a,888
2,799

121,007
14.510
45,342

172,443
8.114

89,445
71,064

9,327
159,983

50.390

17,675,994 1,039,823 18,716,817

Cost Allocation Penuemaqe
Sun City West
Anthem Agua Fria

Old
65%
32%

New
72%
28%

References:
Column [A]:
Cniumn (B):
Column (C):

Amounts included in plant balances per filing,
Per Testimony GTM
Column [A] less Column [B]



ARIZONA-AMERICAN WATER COMPANY .. sun CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 20os

Schedule GTM-6

RATE BASE ADJUSTMENT #2 .. WORKING CAPITAL

[Al [8] [D] [E]

LINE
NO. DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[Cl
STAFF

TEST YEAR
AS

ADJUSTED
LEAD/LAG
FACTOR

DOLLAR
DAYS

$ 17,587
1,878

265,325
(401,682)

784,346
9,034

650,837

9,412,154
474,485

15,088,410

s,os4
54

12.0
52.5
23.2
17,3
19.9
14.8

(1 3 5 )
(2.4)

(83.7)
20.3

2,058,438
11,753,059
(3,636,919)

(355,935)
(4,082,527)

235,975

Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions .
Insurance Other Than Group
Customer Accounting
Rents
Miscellaneous
Maintenance Expense
Other Opiating Expenses

Taxes

s
$
$
s
s
$
s
s
s
s
$
$
$
$

756,759
7,155

385,512
401 ,682
103.272
789,604
267,064
150,285

48,786
123,968

35,079
243,174
138,520

93,744

(112,349)
883

21,196
s,143

103,272
785,655
2e7,118
'150,285

4a,78s
11 ,819
38,962

284,370
144,763

93,744

9.9
26.1
30.0

s
$
$
s
$
$
s
s
s
s
$
s
$

2,619,215
3,783,488
2,812,320

$
$
$

12,578 188.0
13.3
3o.1

106.3
464.1

$
s
s

27,774,728
786,211

14,453,977
57,914,910

141 ,091,8B2

Taxes Other Than income-Property Taxes
Taxes Other Than Income-Other
lnoome Taxes
Interest Sync
Total Operating Expenses

135v172
58,909
52,682

534,640
4,339,108

427,038
10,442

255.146

147,750
58,909

479,720
545,082

4,594,254

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
as

Expense Lag
Revenue Lag
Net Lag
Staff Adjusted Expenses
Staff - Cash Working Capital
Company As Filed
Staff AdjUstment

Line. 20, Col. (E) I Col [C]
Company W orkpapers
Line 24 . 23
Line 20, Col G
Line 25 ' Line 261365 das
CO Schedule B-5
To GTM-4

30.71
45.63

14.92
4,594,254

187,/65
229,465
(41,699)

References:
Column [A]: Company Schedule C-1
Column [B]: Staff adjustments to expenses, See Testimony GTM
Column [C]: Column [A] + Column [B]
Column [D]: Expense Lags Used on DocketWS-01303A-0G-0403, approved in Decision No. 70372
Column [E]: Column [C] * Column [D]

.S



ARIZONA-AMERICAN WATER CQMPANY - SUN .CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM- 7

RATE BASE ADJUSTMENT #3 - AOCUMULATED DEFERRED INCOME TAXES

[A]
COMPANY

AS
FILED

[B]

STAFF
ADJUSTMENTS

[C]
STAFF

AS
ADJUSTED

DESCRIPTION

L» NE

NO.
1 ADIT - total
2 Allocation Factor
3 ADIT allocated to this system

$ 13,025,093 $
9.54%

1.243,135

(336,093) $
9.54%

(32,077)

12,689,000
9.54%

1,211,058

REFERENCES:
Columns [A], Line '11 Amounts used by Co as basis for allocation
Column [A], [B] 8 [C], Line 2t Allocation rate to this system
Column [C], Line 1: Allocable amount per audited financial statements times allocation rate
Column [A], [B] & [C], Line 3: Recalculated amounts



ARIZONA-AMERICAN WATER com PANY _ SUN CID WEST WASTEWATER
Docket NU- WS-01303A-09-D343
Test Year Ended December 31, 2008

Schedule GTM - 8

RATE BASE ADJUSTMENT #4 . COMPREHENSIVE STUDY PLANNING cosT

[B]

LINE
F Q DESCRiPTiON

1 WW Collection Sewers Forced 360000 $

[A]
COMPANY

AS
FILED

752,939

STAFF
ADJUSTMENTS

$ 12,242

[Q]
STAFF

AS
ADJUSTED

$ 765,181



ARiZONA~AMERlCAN WATER COMPANY ¢ SUN CITY WEST WASTEWATER
Docket No. WS-01303A»09-D343
Test Year Ended December 31, 2008

Schedule GTM - 9

RATE BASE ADJUSTMENT #5 - ACCUMULATED DEPRECIATION (NWVRTF)

LINE

' M
1

STAFF
ADJUSTMENTS
$

DESCRIPTlON
Accumulated Depreciation
Accufn Depreciaiton . NWVRTF
Total Accumulated Depreciation s

[A]
COMPANY

AS

FILED
8,469,585

10,714,154
19.183.739 $

[8]

630,244
630,244

[C]
STAFF

AS

ADJUSTED
s 8,469,585

11,344,398
$ 19,813,983



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER
Docket No. WS~D1303A-09-0343

Test Year Ended December 31 , zoos

Schedule GTM-10

OPERATING INCOME STATEMENT . TESTYEAR AND STAFF RECOMMENDED

[A] [B] [D] IE]

LINE
NO. DESCRIPTION

COMPANY
TEST YEAR
AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

IC]
STAFF

TEST YEAR
AS

ADJUSTED

STAFF
RECOMMENDED

CHANGES
STAFF

RECOMMENDED

1
2
3
4
5

$ 5,550,389
1,321

$ $ 5,660,889
1,321

$ 1,570,191 $ 7,230,580
1.321

Sewer Revenues
Other Revenues
Other
Total OperatingRevenues $ 5,651,710 $ s 5,661,710 1,570,191 s 7,231 ,901

$ 17,587
1 ,878

265,325
74,553

s $

6,054
54

Labor
purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes~Property Taxes
General Taxes-Other
income Taxes

s
$
$
5
$
$
s
$
s
s
s
s
s
s
$
$
5
$
$

755,759
7,156

385,512
401,582
103,272
7B9,504
2B7,054
150,285
43,794
48,786

123,968
38,079
49,950

243,174
138,620

1,238,799
135,172
58,909
52,582

(9,406)

(55,609)
883
393

21 ,196
6,143

111,301
89

471

784,346
9,034

650,837
476,235
103,272
795,858
267.118
150,285
34,388
48,786
68,880
38,962
50,343

264,370
144,763

1,350,100
147,750
58,909

479,720

6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
Se
37
38
39
40
41
42

(174,035)

784,346
9,034

850,837
475,235
103,272
795,858
ze7,118
150,285
34,388
46,786
68.359
38,962
50,343

264,370
144.753

1,350,100
135,261
58,909

(121,353)

12,489

801 ,074

Total Operating Expenses
Operating Income (Loss) $

5,043,287
518,443 s

268,404
(266,404) s

5,309,671
352,039 s

514,034
956,157 $

5,923,706
1,308,195

References:
Column(A): Company ScheduleC-1
Column (B): Schedule GTM 11
Column (C): Column (A) + Column (B)
Column (D): Schedules GTM z, Lines 29 and 37
Column (E): Column (C) + Column (D)
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ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
Docket No. W$4J1303A-09-0343
Test Year Ended December31, 2008

Schedule GTM-12

OPERATING INCOME ADJUSTMENT # 1 .. NWVRTF OPERATING EXPENSE

[D]
LINE
NO, DESCRIPTION

[A]
COMPANY
PROPOSED

[Bl
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Operating expenses $ 1,232,282 s 233,354 $ 1 ,465,635 Difference

s $ s

Total Costs
of NVWRTF
s 439,680

46,939
373,211
414,181

Company
Proposed

68%
298,982

31,919
253,783
281,643

Staff
Recommended

72%
316,570
33,796

371 ,593
356,196

(C)

Difference

17,587
1,878

117,810
74,553

151,361
1,351

102,925
919

108,980
973

6,054
54

22,082
9,819

199,988
153,567

1,175,113
185,526

15,016
6,677

135,992
104,426

(b)
(b)

15,899
7,070

143,991
110,568

(b)
(b)

883
393

8,000
6,143

Labor
Purchased Water
Fuel & Power (a)
Chemicals (a)
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation 8\ Amortization
General Taxes-Property Taxes
General Taxes-Other
Income Taxes

lb)
(b)

2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24
25
26
27
CB
29

30
31

$ 3,174,818 $ 1,232,282 $ 1,465,635 $ 233,354

(a) Variable cost allocation: Anthem Aqua Fria (14%) and Sun City West (86%)
(b) Depreciation and Property Taxes Separately Reviewed

( c) Staff recommended for NVWRTF based on revised APS annualization: ($432,085 * 14%)
Current Future

Cost Allocation Capacity Growth
Anthem Agua Fria 14%
Sun City West 86%

28%
72%



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
Docket no. WS-01303A-D9<0343
TestYear Ended December 31, 2008

Schedule GTM-13

OPERATING INCOME ADJUSTMENT # 2 . FUEL & POWER EXPENSE

LINE ACCT
no. no. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Fuel & Power - All Other $ 12,301 147,515 $ 159,815

Total Company Proposed Fuel and Power
Less: Company Proposed Fuel and Power .. NVWRTF
Company Proposed Fuel and Power - All Other

$
s

385,512
373,211

$ 12,301

s 531 ,409
s 432,085

86%

2
3
4
5
6
7
8
9

10
11

371 ,593

Total Staff Recommended
Total Staff NWWRTF
Staff NWVRTF Allocation Factor
Less: Staff Recommended for NWVRTF

Staff Recommended for All Other
Staff Adjustment - Fuel and Power .. All Other

$
$

159,816
147,515



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-14

OPERATING INCOME ADJUSTMENT # 3 - BAD DEBT EXPENSE

DESCRIPTION
Total Uncollectible Accounts
Uncollectible Accounts- Miscellaneous Invoices
Net Used in Company calculation
Allocation Percentage-
Bad Debtslincluded in Cust. Accounting

[A]
COMPANY
PROPOSED
$1,152,299
$ (361,154)
$ 791,145

7.23%
$ 57,211

[8]
STAFF

ADJUSTMENTS

[Cl
STAFF

RECOMMENDED

5

LINE
n o .

1
2
3
4
5
6
7
8
9
10
11

Staff Adjusted Test Year Revenue
3 year average Bad Debt Exp. Rate, Per Co.
Staff Recommended Bad Debt Exp $

5,661 ,710
0.03%

1,602

Adjustment $ (55,609)

References:
Column [A], Company W orkpapers
Column [B]: Col. [C], line 9, less Col [A], line 5

and Testimony GTM.
Column (C): Line 8, Per Company's Workpapers
Column (C): Line 9 Staffs recommended Bad
Debt Expense, based on 3-year average
loss history times Staff Recommended Revenues



ARIZONA-AMERICAN WATER COMPANY .. SUN CITY WEST WASTEWATER
Docket No. WS-01303A»»09-0343
Test Year Ended December 31, 2008

Schedule GTM-15

OPERATING INCOME ADJUSTMENT # 4 .. WATER TESTING

LINE ACCT
NO, no. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Miscellaneous s 1a~,19e $ 13,196

References:
Column (A), Company Schedule C-2 p- 26
Column (B): Testimony GTM
Column (G): Column (A) + Column (B)

s



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER

Docket no. WS-01303A-09-0343

Test Year Ended December 31, 2008

Schedule GTM~16

OPERATING INCOME ADJUSTMENT # 5- DEPRECIATION EXPENSE

LINE
n o . DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

IC]
STAFF

RECOMMENDED

1 Depreciation 8 Amortization $ 1 ,238,l/99 $ 111,301 $ 1,350,100

LINE
no.

ACCT.
NO. DESCRIPTION

[A]
PLANT

BALANCE

[B]
DEPRECIATION

RATE

[C]
DEPRECIATION

EXPENSE

B-2 page 2
4,078

CB

130,873
48,870
25,840

6,544
816
860

2
a
4
5
6
7
8
9

10
11
12
13
14

765,181
13,101,343

963,907
2,641,009

15,839
257,267
80,968
53,877

15 27,605 2,761

7,615
5,634

t10_053
19,530

381
282

5,503
977

PLANT IN
351000
352000
353200
354200
354500
355300
355400
360000
361100
362000
363000
364000
371100
380050
380100
380600
380625
380650
382000
389100
389600
390000
391000
393000
395000
398000
397000
398000

SERVICE!
WwWOrganization
WW Franchises
WW Land & Ld Rights Coll
WW Struck 8= Imp Coll
WW Struct & Imp Gen
\MN Power Gen Equip SPP
WW Power Gen Equip TDP
WW Collection Sewers Forced
WW Collecting Mains
WW Special Coll Struck
WW Service Sewer
WW Flow Measuring Devices
WW Pump Equip Elect
WW TD Equip Grit Removal
WW TD Equip Sea Tanks/Acc
WW TD Equip Oth Disp
WW TD Equip Gen Tmt
WW TD Equip Influent Lilt S
WW Outfall Sewer Lines
WW Oth PH & Misc Equip let
WW ooh pr & Misc Equip
WW Office Furniture 8. Equip
WW Trans Equipment
WW Tool Shop 8 Garage Equip
WW Power Operated Equip
WW Communication Equip
WW Misc Equipment
WW Other Tangible Equipment

777
12,621
22.663

0.00%
0.00%
0.00%
5.00%
1 .6`7%
3.33%
0.00%
2.07%
2.04%
8.40%
z,04%

10.00%
10.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
4.-98%
4.98%
4.50%

20.00%
4.41%
5.02%

10.30%
5.10%
0.00%

39
1,300
1.156

B-2 page 6

18.874 874

4,930
110,050
47,801

173,566
4,453

163
4,446
4,780

43,392
1 ,11s

16
17
LB
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54

303600
304510
304600
304800
304620

3310001
339600
340100
340200
340300
340330
340500
341100
343000
344000
345000
346100
345200
346300
347000
380400
393000

Allocated From Corp to Districts (SLM~2)
Land & Land Rights AG
Struck & Imp AG Cap Lease
Strict & Imp Offices
Struck & Imp Misc
Struct & Imp Leasehold
Mains
other PIE CPS
Office Furniture & Equip
Comp & Periph Equip
Computer Software
Computer Software Other
Other Office Equipment
Trans Equip Lt Duty Trucks
Tool Shop & Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Communication Equip Telephone
Communication Equip Other
Misc Equipment
WW TD Equip Aux Eff Tint
WW Tool Shop & Garage Equip

17,760
1 ,369

468

0.00%
0.00%
1.67%
1 .et%
4.63%
1.53%
8.30%
4.04%

10.00%
25.00%
25.00%
0.00%

20.00%
4.47%
0.00%
5.20%
0.00%

10.30%
0.00%
0.00%
5.00%
4.74%

141

55
56
57
58
59
60
61
82
63

352000
353200
353500
354200
354300
354400
354500

B-2 page 9
939

326,026
14,938

1,981,109
697,148

0.00%
0.00%
000%
5.00%
5.00%
0.00%
1.57%

99,085
34,857

North West Valley Treat Plant (NWVRTF) B~2 p 9
WW Franchises
WW Land & Ld Rights Coll
WW Land & Ld Rights Gen
WW Struct 8= Imp Coll
WW Struck & Imp SPP
WW Struck & Imp TDP
WW Struck & Imp Gen 1,150,761 19v218



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
Docket No. WS-D1303A~09-0343

Test Year Ended December 31, 2008

Schedule GTM-16

5,725 191

79,052
372,845
18,642
3,959

1,613
31.319

380
396

291 .311
267

1,516,424
793,756

3,865,304
37,642
51 ,518

4,842,083
18,407

824,411
1.460

748,523
570,206
51 ,852
11,815
84.528
13,943

29,131
14

75,821
39,688

193,265
1 ,Asa
2.575

217,104
920

45,221
73

37,426
28,510

2,593
591

4,226
694

355200
355300
350000
361100
362000
363000
364000
370000
371100
371200
380000
380050
380100
380200
380250
380300
380350
380400
380500
380600
380625
380550
381000
3B2000
389100
389600
390000
390200
390300
391000
392000
393000
394000
395000
396000
397000
398000

WW Power Gen Equip Col
WW Power Gen Equip SPP
WW Collection Sewers Forced
WW Collecting Mains
WW Special Coll Struct
WW Service Sewer
WW Flow Measuring Devices
WW Receiving Wells
WW Pump Equip Elect
WW Pump Equip Other
WW TD Equipment
WW TD Equip Grit Removal
WW TD Equip Sad Tanks/Acc
WW TD Equip Sludge/Efll Rmv
WW TD Equip Sldge Dfg Tnk
WW TD Equip Sldge DrylFit1
WW TD Equip Sec Trmt Fist
WW TD Equip Aux Effl Trmt
WW TD Equip Chem Trmt Plant
WW TD Equlp Oth Disk
WW TD Equip Gen Twit
WW TD Equip Influent Lift S
WW Plant Sewers
WW Outfall Sewer Lines
WW Oth Plt & Misc Equip let
WW Oth Plt a. Misc Equip
WW Office Furniture & Equip
WW Computer & Perphials
WW Computer Software
WW Trans Equip
WW Stores Equip
WW Tool Ship & Garage Equip
WW Laboratory Equipment
WW Power Operated Equipment
WW Comm Equip
WW Misc Equip
WW Other Tangible Plant
Rounding

121 .007
14,510
45,342

172,443
a,114

89,445
71 ,064
9,327

159,983
50,390

3.33%
3.33%
2.07%
2.04%
8.40%
2.04%

10.00%
3.33%

10.00%
5.42%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
4.98"/5
0.00%
4.59%

25.00%
25.00%
20.00%
3.91%
4.14%

10.00%
5.02%

10.30%
5.10%
0.00%

5.554
3.628

11,336
34,489

317
4,240
7,106

468
16,478

2,570

(4)

Total Plant in Séwice 36,983,761 3,91 % 1 ,447,460

54
65
65
67
68
69
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85
86
87
88
kg
90
91
92
93
94
95
95
go
98
99

100
101
102
'103
104
105
106
107
108
109
110

351000
353200
355300
352000
353200
353500

4,078 0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

Less Non Depreciable Plant
W wwOrganization
WW Land a. Ld Rights Coll
WW Power Gen Equip SPP
WW Franchises
WW Land & Ld Rights Coll
WW Land & Ld Rights Gen

25,840
939

326,026
14,938

s 35,611,940 s 1 ,447,460
3.95%

111
112
113
114
115
116
117
118
119

$ 5,122 $
$

Net Depreciable Plant and Depreciation Amounts
Composite Depreciation Rate
Less
Amortization of Regulatory CIAO at Settlement Rate
Amortization of ClAC at Composite Rate
Staff Recommended Depreciation Expense
Company Proposed Depreciation Expense
Staff Adjustment s

97,158
202

1,350,100
1.238,799

111,301

Col A
Col B
Col C

References:
Schedule GTM~4
Proposed Rates per Staff Engineering Report for Non Allocated Plant
Col lA1 times Col IBO |



ARIZONA-AMERICAN WATER COMPANY ll SUN CITY WEST WASTEWATER
Docket NO. WS-01303A-09~0343
Test Year Ended December 31, 2008

Schedule GTM-17

OPERATING INCOME ADJUSTMENT # s - PROPERTY TAX EXPENSE

LINE
NO. DESCRIPTION

[A]
STAFF

AS ADJUSTED

[B]
STAFF

RECOMMENDED

$ 5,561,710
2

11,323,420
5,661,710

s 5.561.710
2

11,323,420

15,985,130
3

5,661,710
2

11,323,420
13,454

7,231,901
18,555,321

3
6,185,107

2
12,370,214

13,454

11,336,874
22_0%

2,494.112
5.42%

135,261
135,172

89

12,383,668
22.0%

2,724,407
5.42%

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19

20
21
22

$
$
$

Staff Adjusted Test Year Revenues - 2008
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Adjusted Test Year Revenues - 2008
Staff Recommended Revenue
Subtotal (Line 3 + Line 4) or (Line 3 + Line 5)
Number of Years
Three Year Average (Line 5 l Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line B)
Plus: 10% of CWIP - 2008
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)
Property Tax on Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase in Property Tax Due to increase in Revenue Requirement

$
$
s

147,750
135,261
12,489

23
24
25

Increase in Property Tax Due to Increase in Revenue Requirement (Line 22)
Increase in Revenue Requirement
Increase in Property Tax Per Dollar Increase in Revenue (Line 23 / Line 24)

$
$

12,489
1,570,191
0.79540%

REFERENCES:
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1, Line 24
Line 21: Line 19 - Line 20
Line 23: Schedule GTM-1, Line 8



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
Docket No. WS-01303A» 09-0343
Test Year Ended December 21, 2008

Schedule GTM-1 B

OPERATING INCOME ADJUSTMENT #7 vi INCOME TAXES

LINE ACCT
no. no.

[A]
COMPANY
PROPOSED

[C]
STAFF

RECOMMENDED

t

DESCRIPTION

Income Taxes s 52,682

[8]
STAFF

ADJUSTMENTS

s (174,035) s (121 ,35s)

References:
Column (A). Company Schedule C-2
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . sun CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-19

OPERATING INCOME ADJUSTMENT # 8 . REGULATORY EXPENSE

LINE ACCT
no. n o. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[c l
STAFF

RECOMMENDED

1 Regulatory Expense $ 43,794 s (9,406) s 34,388

References:
Column (A), Company Schedule C-2, p. LB
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



C888 THE ARIZUN1

8 922

KRISTIN K. MAYES
Chairman

GARY PIERCE
Commissioner

PAUL NEWMAN
Commissioner

SANDRA D. KENNEDY
Commissioner

BOB STUMP
Commissioner

DOCKET NO. W--01303A»09-0348IN THE MATTER OF THE APPLICATION OF >
ARIZONA-AMERICAN WATER COMPANY )
POR DETERIVIINATIDN OF THE CURRENT )
FAIR VALUE OF ITS UTILITY PLANT AND )
PROPERTY AND FOR INCREASES IN IT'S )
RATES AND CHARGES BASED THEREON )
FOR UTILITY SERVICE BY ITS ANTHEM )
WATER DISTRICT AND ITS SUN CITY )
WATER DISTRICT. >
IN THE MATTER OF THE APPLICATION DF )
ARIZONA-AMERICAN WATER CDMPANY )
FDR DETERMINATION OF THE CURRENT )
FAIR VALUE OF ITS UTILITY PLANT AND )
PROPERTY AND FOR INCREASES IN IT'S >
RATES AND CHARGES BASED THEREON )
FOR UTILITY SERVICE BY ITS ANTHEM/ )
AGUA FRIA WASTEWATER DISTRICT, )
IT'S SUN CITY WASTEWATER DISTRICT, AND )
IT'S SUN CITY WEST WASTEWATER DISTRICT )

DOCKET NO. SW~01303A-09-0343

SURREBUTAL TESTIMONY

OF

GARY T. MCMURRY

PUBLIC UTILITIES ANALYST IV

UTILITIES DIVISION

ARIZONA CORPORATION COMMISSION

APRIL 15, 2010



p

j'?r_ 33;
v I -4 .f l§-,T*a»~4.

. * ii I"T"F=J WE .  £f 1

M
9

PAGE

1. INTRODUCTION .

H. PURPOSE OF TESTIMONY.. ..1

HI. SUMMARY OF RECOMMENDATIONS .2

IV. STAFF'S RESPONSE TO THE REBUTTAL TESTIMONY OF LINDA J GUTOWSKI ..3

V.

Anthem Agua Fria, Sun City, and Sun City West Wastewater Districts: .
Cash Working Capital Calculation: Lead Days for Management Expenses
Bad Debt Expense- Anthem Agua Fria, Sun City, and Sun City Wastewater districts..
Depreciation Rate Deference Account Numbers 380625 and 380650..

STAFF'S RESPONSE TO THE REBUTTAL TESTIMONY OF MILES H KIGER..

Other'Adjuslments.....
. h .

Accounting Order requested for the 99" Avenue Interceptor Project ..

SCHEDULES

ANTHEM/AGUA FRIA WASTERWATER:

Revenue Requirement..
Gross Revenue Conversion Factor... .
Rate Base - Original Cost..
Summary of Original Cost Rate Base Adjustments...
Rate Base Adj vestment #I - NWVRTF ..
Rate Base Adj vestment #2 .- Verrado WWTF .
Rate Base Adjustment #3 -._ Working Capital ..
Rate Base Adjustment #4 -- Accumulated Deferred Income Taxes..
Rate Base Adjustment #5 -- CIAC Associated with
Rate Base Adjustment #6 -- Accumulated Depreciation (NWVRTF) ..
Rate Base Adjustment #7 - Transfer of Generator ..
Operating Income Statement .- Test Year & Staff Recommended.,
Summary of Operating Income Adjustments - Test Year..
Operating Income Adjustment #I - NWVRTF
Operating Income Adjustment #2 -- Fuel & Power
Operating Income Adjustment #3 -- Customer Accounting (Bad Debt) ..
Operating Income Adjustment #4 -.- Water Testing
Operating Income Adjustment #5 -. Depreciation Expense...
Operating Income Adjustment #6 - Property Tax..
Operating Income Adjustment #7 .- Income Tax................
Operating Income Adjustment #7 ..- Regulatory Expense....R..............
Operating Income Adjustment #7 -- Accepting RUCO adjustments ...

. GTM- 1
v GTM-2
v GTM-3
. GTM-4
V GTM-5
GTM-6

| GTM-7
GTM-8

GTM-9A
.GTM-9B
.GTM-9C
. GTM- 10
. GTM-l1
. GTM- 12
. GTM- 13
GTM- 14
GTM- 15
GTM-16

, GTM- 17
r GTM- 18
| GTM- 19
V GTM-20

.9

.1



SUN CITY WASTEWATER'

Revenue Requirement
Gross Revenue Conversion Factor.......
Rate Base -- Original Cost
Summary of Original Cost Rate Base Adjustments....,......................
Rate Base Adjustment #1 .- Comprehensive Planning Study Costs ..
Rate Base Adjustment #2 .- Working Capital..,.,....,...,....................
Rate Base Adj vestment #3 -- Accumulated Deferred Income Taxes..
Rate Base Adjustment #4 - CIAC Associated with CWIP.............
Operating Income Statement - TestYear & Staff Recommended..
Summary of Operating Income Adjustments - Test Year..
Operating Income Adjustment #1 .- Fuel & Power
Operating Income Adjustment #2 - Customer Accounting (Bad Debt) ..
Operating Income Adjustment #3 - Depreciation Expense...
Operating Income Adjustment #4 - Property Tax ..
Operating Income Adjustment #5 .- Income Tax.............
Operating Income Adjustment #6 - Regulatory Expense....................
Operating Income Adjustment #7 - Accepting RUCO Adjustments
Operating Income Adjustment #8 _- Glendale Waste Disposal Expense..

GTM-1
GTM-2
GTM-3
GTM-4
GTM~5
GTM-6
GTM-7
GTM-8

,GTM-10
GTm-11
GTM-12
GTM-13

.GTM-14
GTm-15
GTM-16
GTM-17

.. GTM-18
,GTM-19

SUN CITY WEST WASTEWATER:

R€V€I1U€ Requirement........................
Gross Revenue Conversion Factor..........
Rate Base - Original Cost..
Summary of Original Cost Rate Base Adjustments....
Rate Base Adjustment #I -NWVRTF............
Rate Base Adjustment #2 - Working Capital
Rate Base Adj vestment #3 __ Accumulated Deferred Income Taxes...
Rate Base Adjustment #4 - Comprehensive Planning Costs Study
Rate Base Adjustment #5 - Accumulated Depreciation (NWVRTF) ..
Operating Income Statement - Test Year & Staff Recommended..
Summary of Operating Income Adjustments .__ Test Year..
Operating Income Adjustment #1 ._ NWVRTF
Operating Income Adjustment #2 - Fuel & Power
Operating Income Adjustment #3 .-- Customer Accounting (Bad Debt)...
Operating Income Adjustment #4 - Water Testing
Operating Income Adjustment #5 - Depreciation Expense..
Operating Income Adjustment #6 .- Property Tax ..
Operating Income Adjustment #7 - Income
Operating Income Adjustment #8 _.. Regulatory Expense....................
Operating Income Adjustment #9 - Accepting RUCO Adjustments ..

GTM~1
,GTm-2
GTM-3
GTM-4
GTM-5

. GTM-6
GTM-7
GTM-8

.GTM-9
>» GTM-l0

GTm-ll
. GTM-12

GTM-13
.GTM-14
.GTm-15
GTM-16
GTM-17
GTM-18
GTm-19

.GTM-20



EXECUTIVE su1v1mA1'a*1»
ARIZONA AMERICAN WATER COMPANY, i n c .

DOCKET NOS. W-01303A-09--0343 AND SW~01303A-09-0343

The surrebuttal testimony of Staff witness Mr. Gary T. McMurry addresses rate base,
operating income, and the revenue requirement for the Anthem Agua Fria, Sun City, and Sun
City West wastewater districts, Staff witness Gerald Becker addresses these issues for the
Anthem and Sun City water districts.

Anthem Agua Fria Wastewater - Staffs revenue requirement of 313,686,519 represents an
increase of $5>049,396, or 58.46 percent, for a 7.20 percent rate of return on a Staff-adjusted
OCRB of $45,116,389 Staffs sutrebuttal revenue requirement represents a $41,290 increase
from its direct testimony.

Sun City Wastewater - Staffs revenue requirement of $7,558,955 represents an increase of
381,618,574 or 27.25 percent, for a 7.20 percent rate of return on a Staff-adjusted OCRB of
$14,584,558 Staffs surrebuttal revenue requirement represents a $2,097 increase from its direct
testirneny.

Sun City West Wastewater - Staffs revenue requirement of $7,127,382 represents an increase of
f8l,465,672, or 25.89 percent, for a 7.20 percent rate of return on a Staff adjusted OCRB of
$18>097,843 Staffs surrebuttal revenue requirement represents a $104,519 decrease from its
direct testimony.

The Company's rebuttal testimony accepted many of Staff" s direct adjustments and
suggested a number of additional corrections including adoption of adjustments proposed by the
Residential Utility Consumer Ofice ("RUCO"). Staff's surrebuttal recommendation is updated
to reflect most of these additional suggestions. Outstanding differences remain between the
Company and Staff on rate case issues addressed by Mr. McMurry's testimony in regard to cash
working capital - lag-days for management fees, bad debt expense and depreciation expense. In
addition, Mr. Mcl\/lurry addresses Staffs opposition to the Company's proposal to defer the Sun
City Wastewater district's proportionate share of certain replacement costs related to the 9981
Avenue Interceptor project.

Response to the Rebuttal Testimony of Linda J . Gutowski

Cash Working Capital .- Staff disagrees with the Company's rebuttal proposal to adjust lag days
for payments to its affiliate at the date the affiliate requires payment. The affiliate controls the
payment date and the Company payment date does not reflect the time that the affiliate must pay
for the services provided. Accordingly,  the proposed lag-days to the management fees are
inconsistent with a properly-conducted lead-lag study. In the absence of the underlying data to
determine the timing of when the affiliate pays its costs,  Staff recommends eliminating the
management fees from the cash working capital analysis.



Bad Debt Expense -- Staff and the Company continue to disagree on the method for determining
a normalized amount of bad debt expense for each of the three wastewater districts. Staff has
revised its method to include normalization of uncollectibles related to miscellaneous invoices.
The Company's rebuttal position is erroneous because its nominalization method ignores that the
actual test year recorded amount includes not only write-offs but also an accrual provision. The
Company's rebuttal amount also includes mathematical errors due use of incorrect signs of
netted amounts.

Depreciation Expense-- Staff and the Company continue to disagree on the depreciation rates for
two plant accounts in the Anthem/Agua Fria Wastewater District. Staff has corrected errors in
several other accounts in the remaining districts, mostly involving corporate allocated assets.

Response to the Rebuttal Testimony of Miles H. Kiser

In its rebuttal testimony, the Company introduces a new request for authorization to defer
the Sun City Wastewater District's proportionate share of replacement costs associated with the
99 hAvenue Interceptor project pursuant to an agreement with the City of Glendale for
consideration of recovery in a future rate case. Although the agreement was executed in 1985,
the Company only recently received its first actual billing under the agreement and a billing
estimate for 2010. The Company implies that it has not made payment as it is awaiting
authorization to defer the costs, and it is discussing the amount invoiced with the City of
Glendale. Rebuttal testimony is not the appropriate time or vehicle to propose this kind of
special accounting treatment. Presenting a new request in rebuttal testimony does not provide
Staff sufficient time to analyze the request. In the event that the Commission ultimately would
find that the Company's request for deferral is appropriate, it need only grant the request before
the Company closes its books for the year ended December 31, 2010, for the Company to defer
payments made in 2010, it is not necessary for the Company to obtain deferral authorization
prior making payment. Accordingly, Staff recommends that the Company submit its deferral
request in a separate docket, otherwise, Staff recommends denial. However, Staff intends to
pursue discovery and question witnesses at hearing to whether an alternate
recommendation is warranted.

assess
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3 Surrebuttal Testimony of Gary McMurry
Docket Nos. W-01303A-09-0343, et al
Page 1

l KNTROEUCTIUN

2

3

4

5

Please stare your name, occupation, and business address.

My name is Gary T Mcl\/1uiry. I am a Public Utilities Analyst employed by the Arizona

Corporation Commission ("ACC" or "Colnrnission") in the Utilities Division ("Staff").

My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7 Q.

8

Are you the same Gary T McMurry who previously filed direct testimony on the rate

base and operating income in this proceeding?

9 Yes .

10

11 II. PURPOSE OF TESTIMONY

12 Q. What is the purpose of your testimony in this case?

13 My surrebuttal testimony addresses issues raised in Arizona-American Water Company

14 OI' "Company")  r ebut ta l  t es t imony rega rding S ta ffs  r ecommenda t ions

15

16

17

18

19

20

regarding rate base, operating income and revenue requirement for the Anthem Agua Fria,

Sun City,  and Sun City West wastewater distr icts. My testimony also addresses the

Company's  r equest  . for  author iza t ion to defer  the Sun City Wastewater  Dis t r ict 's

proportionate share of replacement costs associated with the 99"' Avenue Interceptor

project pursuant to an agreement with the City of Glendale for consideration of recovery

in a future rate case.

21

22 Q. How is your testimony organized?

23

24

25

26

A.

A.

A.

A.

My testimony is presented in four sections. Section I is the introduction. Section H

provides the purpose for my testimony. Section III presents any responses to the rebuttal

testimony provided by Linda J. Gutowski. Section IV presents my response to the rebuttal

testimony provided by Miles H Kiser.
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Surrebuttal Testimony of Gary Mc>Murry
Docket Nos. W-01303A-09-0343> et al
Page 2

1 Have you prepared any schedules to accompany your testimony?

2

3

Yes. I prepared surrebuttal schedules GTM-l to GTM-20. The surrebuttal schedules

reflect the Company's application as filed, not its rebuttal position.

4

5

6

111.

Q.

SUMMARY OF RECOMMENDATIONS

Please provide a summary of Staff surrebuttal recommendations.

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

A.

A.

Q.

For  Anthem Agua  F r ia  Wa s tewa ter ,  S ta f f  r ecommends  a  r evenue r equir ement  of

$13,686,519, a 58.46 percent increase over test year revenues of$8,637,l23. For Sun City

Wastewater, Staff recommends a revenue requirement of $7,558,955, a 27.25 percent

increase over test year revenues of $5,940,381. For Sun City West Wastewater, Staff

recommends a revenue requirement of $7,127,382, a 25.89 percent increase over test year

revenues of $5,561,710 For Anthem Agua Fria Wastewater ,  Staff recommends a rate

base of $45,116,389, a $2,619,343 reduction from the Company's proposed rate base. For

Sun City Wastewater, Staff recommends a rate base of $l4,584,558, a $179,529 reduction

from the Company's  proposed r a te base, For  Sun City West  Wastewa ter ,  S ta ff

recommends a  ra te base of 518,097,843,  a  $276,504 increase from the Company's

proposed rate base. For  Anthem Agua Fr ia  Wastewater ,  Staff 's  adjusted test  year

operating income is $199,477, a $391,262 increase over that proposed by the Company.

For  Sun City Wastewater ,  Staff 's  adjusted test  year  operat ing income is $65,463,  a

$117,057 increase from that proposed by the Company. For Sun City West Wastewater,

Staffs adjusted test year operating income is $410,534, a $207,909 decrease from that

proposed by the Company.
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IV. STAFF'S RESPONSE TO REBUTTAL TESTIMONY LINDA JTHE GF

GUTGWSKI

3 Anthem Agua Fria, Sun city, and Sun City West Wastewater Districts:

4 Cash Working Capital Calculation: Lead Days for Management Expenses

5

6 in

7

When Staff filed its Direct Testimony, did Staff make any adjustment to the

Company's lag days for Management Expenses its calculation of cash worldng

capital?

8 No.

9

10 Please explain.

11

12

13

In its filing, the Company used 14.77 lag days for Management Expenses. Based on the

expenses intended to be covered by Management Expenses, Staff recommended that 14.77

lag days would be a reasonable number of lag days for this item.

14

15 Did the Company change its position in its Rebuttal Testimony?

16 Yes. The Company now claims a lead of 11.25 days for Management Expenses.

17

18 Q. What are the reasons that the Company changed its number of lead/lag days for

19

20

21

Management Expenses?

The Company uses a shared services model for certain items, and based on the agreement

between the Company and its affiliate, the Company pays for certain expenses one month

22

2.

A.

A.

A.

A.

in &dV811C€.



Q
I Surrebuttal Testimony of Gary McMurry
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1 Q- Does the Company offer other reasons to support its lead days for Management

2 Expenses?

3

4

Yes. The Company states that the calculation "is the same kind of lead days used in the

2008 Working Capital calculation that was approved as part of Decision 714101

5

6 Q~ Does Staff agree with these reasons?

7 No.

8

9 Q- Please explain.

10

11

12

Staff does not believe that lead/lag days should be based on internal agreements made

between the Company and its parent or other affiliate. Instead, lead/lag days should be

calculated on the best assessment of an entity's actual experience regarding the transfer of

13 cash. Further, the use of an internal agreement to calculate lead/lag days may result in a

14

15

16

situation where an unregulated affiliate may expect payments even sooner than one month

in advance, and expect the ratepayers to support this internal circumstance in its cash

working capital calculation.

17

18 Q-

19

Does  S ta ff  have any comment  r ega rding the use of  the lead/ lag days  approved in

Decision No. 71410? Please explain.

20

21

Staff reviewed Decision No. 71410 and notes that this decision does not approve a lead of

11.25 days for Management Expenses. Instead, this decision approves a lead of 3.88 days

22 for Management Expenses.

1 Rebuttal Testimony of Linda J. Gutowski, page ll of21, lines 6-7.

A.

A.

A.

A.
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1 Q- 'Neat  does Staff recommend?

2

3

4

5

6

7

8

9

10

Staff recommends tha t  the eftect(s) of Management  Expenses be removed from the

computation of cash working capital. Staff disagrees with the lead of 3.88 days approved

in Decision No. 71410 because it was not based upon a lead/lag study of the affiliate and

reflects the prepayment of the following month's expenses. In the absence of a lead/lag

study to determine the payment pattern by the affiliated service provider, Staff has revised

its computation of cash working capital to exclude the effects of the 14.77 lag days for

Management Expenses as originally requested' by the Company, as shown in Anthem

Agua Fria Wastewater Surrebuttal Schedule GTM-7, Sun City Wastewater Surrebuttal

Schedule GTM~6 and Sun City West Wastewater Surrebuttal Schedule GTM-6

11

12 Bad Debt Expense- Anthem Agua Fria, Sun City, and Sun City Wastewater districts

13 Q- Plea se descr ibe the s imila r i t ies  and dif fer ences  between the Company's  r ebut t a l

14

15

16

17

18

19

position and Staff's position in this testimony.

Although both the Company and Staff agree that Bad Debt Expense should be normalized

based on the Company's three-year experience, the Company and Staff are unable to agree

on the actual amount of Bad Debt Expense that was included in the Company's original

application. This difference, in turn, results in different adjustments to Bad Debt Expense

for both systems.

20

21 Q-

22

Please expla in the r ea sons  tha t  there is  disagreement  of  the amount  of  Bad Debt

Expense included in the Company's application?

23

24

25

26

A.

A.

A.

First, the Company's application incorporates Bad Debt Expense into the Company's total

Customer Accounting Expense, so the Bad Debt Expense itself is not readily discernible

from the schedules  f i led with the applica t ion. One mus t  r eview the suppor t ing

documentation to determine the amount of Bad Debt Expense included in the Customer
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1

2

3

Accounting Expense. Secondly, the Company's application as tiled reflects the use of a

four-factor allocation applied to both the actual write-offs and an accrued provision,

instead of using each district's respective loss history.

4

5 Q. What is reflected in the Company's rebuttal testimony for this amount?

6 The Company calculates the Bad Debt Expense included in the Customer Accounting

7 Expense based on net write-offs without giving consideration to the accrued provision.

8

9 Q_ Does Staff agree with the Company's position?

10 No.

11

12 Q. Please explain.

13

14

15

16

17

The Company's use of the write-off amount only does not yield the amount of expenses

included in the Company's test year results because the test year results also include an

accrued provision for on-going bad debts. In order to determine the correct adjustment,

Staff compared the amount of bad debt expense reflected in the Company~proposed test

year to the normalized expense based on the Company's three-year history of write-offs.

18

19 Q . Please provide Staff's calculation of the amount of Bad Debt Expense included in test

Z0 year expenses.

21

22

23

24

25

26

E

A.

A.

A.

A.

Yes, please see GTM-13.1 for Sun City or GTM-l4.l for Anthem Agua Fria and Sun City

West. This schedule illustrates the composition of the Company's Customer Accounting

Expense by line item including Bad Debt Expenses ("Uncollectibies" and Uncollectibles-

MI (Miscellaneous Invoices)). As indicated, Customer Accounting Expenses are mostly

comprised of allocations from a shared services center,  plus a minor amount recorded

locally at each system. Staff recalculated the allocated expense for each line item and then
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1

2

3

4

5

6

7

added the amounts recorded directly by each system. The resulting figures reconcile to

the Customer Accounting Expense for each system as reported in Schedule C-l of the

Company's application. Therefore, Staff concludes that the calculated amounts for Bad

Debt Expense and Me corresponding adjustments,  as shown in Surrebuttai Schedule

GTM-14 for Anthem Agua Fria Wastewater, Surrebuttal Schedule GTM-13 for Sun City

Wastewater district, and Surrebuttal Schedule GTM-14 for Sun City West Wastewater

district properly reflect the normalized test year expenses for the respective districts.

8

9 Has Staff's amount changed since Staff filed its Direct Testimony?

10 Yes.

11

12 Please explain.

13

14

15

16

17

18

19

20

21

22

23

i

A.

A.

Staff s calculation changed for two reasons. First, Staff made some minor corrections to

the allocation percentages used to recalculate Bad Debt Expense. Second, Staff applied

the r es t a t ed per centa ges  to Uncollect ib le Account s  only a nd did not  include the

Uncollectible Accounts-MI (Miscellaneous Invoices) as was done as part of Staffs Direct

Testimony. The second change, exclusion of Uncollectible Accounts-MI (Miscellaneous

InVoices),  is  to reflect  the fact  that  the Uncollect ible Accounts-MI (Miscellaneous

Invoices) does not contain activity related to the uncollectible portion of the Company's

retail sales. Rather, Uncollectible Accounts-MI (Miscellaneous Invoices) is used as a

billing and collection clearing account for  miscellaneous activity such as damage to

company property,  and it  should not be considered in the calculation of uncollectible

amounts associated with ordinary retail sales.
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1 Q. Does the Uncollectible Accounts-MI (Miscellaneous Invoices)  warrant further

2 adjustment? Please explain.

3

4

5

6

Yes. The large credit balance in the Uncollectible Accounts-Ml (Miscellaneous Invoices)

represents collections of amounts billed in previous periods, and the large fluctuations in

the account warrant normalization. A review of the Company work papers indicates the

following activity for this account:

2006

2007

2008

7

8

9

10

11

12

13

3 year total

3 year average J

$341,820

$16,584

$(361,154)

$l2,750)

$(917)

14

15

16

17

18

T he thr ee-yea r  aver age a s  shown above is  a l loca ted to each dis t r ic t  a s  shown in

Surrebuttal Schedules GTM-14, GTM-13, and GTM-14 for Anthem Agua Fria, Sun City,

and Sun City West wastewater, respectively, and these amounts offset the adjustment for

Bad Debt Expense on ordinary activity.

19

20

Q. Does Staff have other comments?

21

22

23

24

25 Unlike the fir s t  method,  under  this  method,

r

26

A.

A.

Yes. The Company's methodology is a departure from the two established methodologies

for treating uncollectible accounts. The first method is the Direct Charge-Off method

where uncollectibles and any associated, subsequent recoveries are recorded directly, or

"charged-off," to Bad Debt Expense. The second method is the Allowance method where

a company systematically records expense to Bad Debt Expense with an offset to an

Allowance for Doubtful Accounts. the

charge-off is then made to the Allowance for Doubtful Accounts rather than to Bad Debt



as

8
3%
it Suurebuttal Testimony of Gary Mc1\/Iurry

Docket Nos. W-01303A-09~0343> et al
Page 9

8z
I

ii
5

l I

2

3

4

Expense. In the instant case, the Company has adopted a kind of hybrid method whereby

its charge-offs, as well as its systematic provision for bad debts, are both reflected in the

Bad Debt Expense of Customer Accounting Expense. This practice has created confusion

regarding the reasons for and the amounts of Bad Debt Expense.

5

6 Q- What does Staff recommend?

7

8

9

Staff recommends the adjustments to Customer Accounting Expense as shown in Anthem

Agua Fria Surrebuttal Schedule GTM-14, Sun City Surrebuttal Schedule GTM-13, and

Sun City Water Surrebuttal Schedule GTm-l4.

10

11 Depreciation Rate DQ'/ferezice Account Numbers 380625 and 380650

12

13

Q. What does the Company propose with respect to depreciation rates for the Anthem

Agua Fria district for accounts 380625 and 380650?

14 The Company proposes 8.4 percent.

15

16 Q- What does Staff recommend for these assets?

17 Staff continues to recommend 5 percent.

18

19 v. STAFF'S RESPONSE TO THE REBUTTAL TESTIMONY OF MILES H KIGER

20 Other Aayustments

21 Q. Is Staff adopting other adjustments reflected in the Company's Rebuttal Testimony?

22

23

24

Yes. On Surrebuttal schedules GTM-l 1, Anthem Agua Fria adjustments 9 through ll and

Sun City adjustments 7 through 10, and Sun City West adjustments 7 through 9 Staff is

reflecting its adoption of various RUCO adjustments discussed in the Company's Rebuttal

25 Since these items are explained in detail in the Company's Rebuttal

26

A.

A.

A.

A.

Testimony.

Testimony, Staff is not providing duplicative or further explanation here.
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1 Accounlin Order re wested or the 99th Avenue Interne for Pro `eczg q p J

2 Q- W h a t  d o es  M r .  K i s e r  p r o p o s e  w i t h  r e s p ec t  t o the  City  o f G lendale  S ewage

3 Transportation Agreement?

4

5

T he Company is  r eques t ing an account ing or der  to defer  i t s  p r opor t iona te sha r e

($917,906) of the total costs associated with the 99'h Avenue Interceptor Agreement, also

6 known as the "Tie-Line".

7

8 Q- What does Staff recommend?

9

10

11

12

Staff lacks sufficient information to make a recommendation in this proceeding. Because

this request was only recently made and Staff has had little time to issue data requests, we

must recommend denial a t  this t ime. Staff reserves the r ight to ask questions at the

hearing to get more information and may reconsider its recommendation, if appropriate.

13

14 Q- Does this conclude your surrebuttal testimony?

15 Yes, it does.

r

A.

A.

A.



2) Proposed Service Address?

3:7 1*

3) Description of Requested Service
17 V

4) Description and Map of Line Extension
TO r '

5) Itemized Cost Estimate to Include materials, Labor and Other Costs as Needed
iv I "

6) Payment terms
V V

7) A Clear Concise Statement of Refunding Provisions, If Applicable
FT

I "

8) Utilities' Estimated Start and Completion Dates
VS T'

9) Signatures From Both Parties

37 ;*'

10) Water Use Data Sheet
I ;

I "

11) DEQ Plan or Approval to Construct or ADEQ Waiver with ADEQ Compliance.
17 V

12) Confirm within CC&N
17

.
.
l

VS
y'-

9

MAIN EXTENSION AGREEMI:NT ("ivlxA") CHECKLIST

FOR ADMINISTRATIVE COMPLIANCE

R-14-2-406

NAME OF COMPANY- Santa Cruz Water -Global

NAME OF APPLICATION AND/OR PROJECT: Desert Passage, Phase 2. Parcel 7/#002-007

Agreement Date: July 25, 2006

14-2-406 CONTRACT REQUIREMENTS YES NO

it Name and Address of Applicant

13) Approved Hook Up Fee

Reviewed By: Vicki Wallace Date: April 13, 2010
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Ei~urlabuttaT 8f;FwedLl§e GTM-'E

REVENUE REQUiREMENT

LINE
NO. DE3cRlpTl q_

(Al
COMPANY
OR\GlNAL

COST

(Bl
COMPANY

FAIR
VALUE

(C)
STAFF

oRIGINAL
COST

(U)
STAFF
FAIR

VALUE

$ 47,735,732 3; 47,735,732 33 45,116.389 S 45,116,389
1 Adjusted Rate Base

2 Adjusted Operating Income (Loss) $ (191,785) $ (191 ,785) as 199.477 $ 199,477

-0.40% ~0.40% 0.44% 0.44%
3 Current Rate of Return (LE / LI)

8.53% 8.53% 7.20% 7.20%
4 Required Rate of Return

$ 4,071,858 $ 4,071,858 $ 3,248,380 5 3,248,380
5 Required Operating Income (LE * LI)

33 4,263,643 $ 4,263,643 as 3,048,903 55 3,048,903
6 Operating Income Deficiency (L5 - LE)

Gross Revenue Conversion Factor 1 .6561 1 .6561 1.6561 1 .6561
7

8 Required Revenue Increase (L7 * LE) 35 7,060,837 5 7,060,837

9 Adjusted Test Year Revenue s 8,637,123 $ 8,637,t23 $ 8,637,123 8 8,637,123

10 Proposed Annual Revenue (LB + LQ) $ 15,697,960 $ 15,697,960 as 13,686,519 $ 13,686,519

11 Required Increase in Revenue (%) 8175% 81.75% 58,46° /, 58.46%

12 Rate of Return on Common Equity (%) 12.25% 12,25% 10.20% 10.20%

References:
Column {A]:
Column (B):
Column (C):

Company Schedule A-1
Company Schedule A-1
Staff Schedules GTM-2, GTM-3, and GTM-10



Staff Recommended
Anthem
Agua Fria

$
$
$

13,686,519
9,248,947
1,353,492

$ 3 085 082
6,9580%

$
$
$

215,038
2,871 O43

976,155
1,191,193_33

Test Year
Anthem

Agua Fria
35

$

$

8 637,123
9 163,100
1,353.492

$ (1,879 489)
6.9tsfs0%

39
5
33

(130,961)
(7,748 507)

(594,493
$ (725,454)

Anthem AF
$ 45,176,389

3.0000%
$ 1,353,492

8} .856i AKSUA F¥8f£4. v v A s T 9 w A T § R 53urre¢bu¥.ial E5 c§2&;fiuh2 GTM-2
j

I

I

ARiZONA-»'3.MERl'CAN WATER COMPANY
Docket; No. WS-D13G3A-09-D343
Test Year Ended December 3'i, 2008

GROSS R§vEwuF CONVERSION FACTGR

(Al (8) (Cl (U)LINE
NG. DESCRlPTlON

1

J

2
3
4
5
6

Ca/eu/ation of Gross Revenue Conversion Factor
Revenue
Uncollecibie Factor (Line 11)
Revenues (LI - LE)
Combined Federal and Stake income Tax and Property Tax Rate (Line 23)
Subtotal (LE - LE)
Revenue Conversion Factor (L1 l LE)

100.0000%
0.3131%

gg.6869%
39.30§§1'_
B0.3B15%
1.656135r

7 0 D 0 D D O %
3 8 5 9 B 9 %
61 . 4011 %

o 5 1 0 0 %

7
8
9

10
11

.Calculation of Uncollecftib/e Facron
Unity
Combined Federal and State Tax Rate (Line 17)
One Minus Combined income Tax Rate (L7 - LB )
Uncollectible Rate
Uncollectibie Factor (LE * L10 ) 0.3131%

100, 00D 00/ >
596B D0/ U

9 3 . 0 3 2 0 %
3 4 0 D D D %
3 1 5 3090/0

12
13
14
15
16
17

Q;/culation of Effective Tax Rate;
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L12 - L13)
Applicable Federal Income Tax Rate (Line 44)
Effective Federal Income Tax Rate (L14 x L15)
Combined Federal and Stale Income Tax Rate (L13 +L16) 3B.59B9%

1 0 0 . 0 0 0 0 %
3B.59B9° /7
6 1  4 0 1 1  %

1 . 1 5 0 5 %
0,7D54%

TG
19
20
21
22
23

Calculation of Effet:fIve Prooerfv Tax Factor
Unity
Combined Federal and State Income Tax Rate (L 17)
One Minus Combined Income Tax Rate (L18~L19)
Property Tax Factor (GTM-16, L24)
Effective Property Tax Factor (L20'L21)
Combined Federal and State Income Tax and Property Tax Rate (L17+L22) 39_3D530/>

24
25
26

33

s

3,248,380
199,477

Required Operating Income (Schedule GTM-1, Line 5)
AdjusiedTest Year Operating Income (Loss) (Schedule GTM40, Line 42)
Required increase in Operating income (L24 L25) 5 3,048,903

27
28
29

s

SS

1,191,193
£725,454)

Income Taxes on Recommended Revenue (Col. (D), L45)
Income Taxes on Test Year Revenue (Col. (A), L45)
Required Increase in Revenue to Provide for Income Taxes (L27 .. L28) $ 1,916,647

$ 5,049,396
05100%

30
31
32

Required Revenue Increase (Schedule GTM-1, Line 8)
Uncollectible Rate (Line 10)
Required Increase in Revenue to Provide for Uncollectible Exp. (L30* L31) $ 25,752

33
34
35

$
s

356,444
298,349

Property Tax with Recommended Revenue (GTM-17, Co( B, L20)
Property Talon Test Year Revenue (GTM-17, Col A, L17)
Increase in Property Tax Due to Increase in Revenue (L33~L34) s 58,095

36 Total Required Increase in Revenue (L26 + L29 + L32 + L35) $ 5,049,397

(A) rD

37
38
39
40
41
42
43
44
45

Calculation oflrrcome Tax:
Revenue (Sch GTM-10, Col.(C) Ls, GTM-1, Col. (D), L10)
Operating Expenses Excluding Income Taxes
Synchronized Interest (L54)
Arizona Taxable Income (L37 - L38 .. L39)
Arizona State income Tax Rate
Arizona income Tax (L40 x L41)
Federaf Taxable Income (L40 .- L42)
Total Federal income Tax
Combined Federal and State income Tax (L42 + L44)

l

46 Effective Tax Rage 3 4 D O D D %

47
48
49

Calculation of Interest Svnchronizafion:
Rate Base (Schedule GTM-3, CGI. (C), Line 17)
Weighted Average Cost of Debt
Synchronized Interest (L47 X L48)

I

i'
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%9488 BABE - QRBGINAL €T2Q~*8l>T

(8) (C)
STAFF

AS
ADJUSTEDLINE

NO.

(A)
COMPANY

AS
FiLED

STAFF
ADJUSTMENTS

$ 33 128,482,726
22,207,122

106,275,604

1

2

3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Sen/ice

$ 131,361,186
22,837,366

$ 108,523,820 35

(2,878,-460)
(630,244)

(2,248,21_§2_ $

LESS."

$ 3 65,490 $ 14,949,031
1,054,390

13,894,641

4
5
6

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

14,883,541
1,054,390

13,829,151 65,490

7 Advances in Aid of Cmwstruction (AIAC) 48,273,364 48,273,364

8 imputed Reg AIAC

143,475 143,475
9 imputed Reg GIAC

10 Accumulated Deferred Income Tax Credits
Customer Meter Deposits
400;

11 Cash Working Capital 285,666 (278,553) 7,113

12 Accumulated Deferred Income Tax Debits 1,049,621 (27,084) 1,022,537

13 Supplies Inventory 2,495 2.495

44,740 44,740
14 Prepayments

Deferred Debits 75,382 75,382
15

16 Purchase Wastewater Treatment Charges

Rounding (2) (2)

17 Original Cost Rate Base $ 47,735,732 $ (2,619,343) $ 45,116,389

References:
Column (A), Company Schedule B-2
Column (B): Schedule GTM-4
Column (C): Column (A) + Column (B)



ARiZONA-AMERICAN WATER COMPANY
Dnckei Ne. WS-01 :uaA-09-os43
TestYear Ended December 311 2008

STHEWJL .tui"vU.€&F8934 WASTEWATE Ra Surrebuttal Schedule GT M-4

SUMMARY CF ORIGQNAL cosT RATE BASE ADJUSTMENTS

LINE

NO

ACCT.
no. D&sc;RtpTlon

IA!
COMPANY
As FILES

[6]
NWVRTF
ADJ #1

[Cl
Verradc>
ADJ gg2

401
Cash \Nol*=<ir1g

AD J  #3

fg1
Qeferred Inc. Taxes

ADJ #4

153
CIAC Sn cwlp

ADJ #5

[Fl
Acc um Dear

ADJ #6

[GJ
Generator Tmsfr

ADJ #7

tHe
STAFF

ADJUSTED

PLANTIW SER' w0,§.
1

2

11,726 $ 11,726

QQ

25,424 25,424

60,471
5,352

29,257

60,471
a85z

29,267

(547,937) (487,000)

457,000

(155,136)

495958
353,370
143,036

2,047,885
61607,035

10,622,274
136,851

2,729,254
46,641 ,2/3

181,571
6,195,971

490498
3,062,054
2,323,742

6,216
2,B391300

10,086,969
3,865,949

3.041
2,572,930

11,548,080
772,399

1 , 113,216
845x799
142,294
18,743

657,626
724,631

1,024,024

(1,132,564)

495 v058
353,370
143.036

2,047,885
5,572,098

10,622,274
623,851

2,729,254
46,641,273

181,571
6,195,971

490,495
3,062,054
2,165,606

a,z1e
1,706,736

10,086,969
3,865,949

3,041
2,572,930

11,B48,D60
772,399

1.113,216
845,799
143.294
18,743

657,526
724,631

1 v024,024

31,582 31,682
I

16,453
48,048

1,028,920
2,134,543

16,453
48,048

1,028,929
2,134,843

304100 Druci & Imp SS
304200 Sims( & Imp P
304510 Druci & Imp AG Capital Lease
304600 Slruci & Imp Offices
304620 Strut a Imp Leasehold
304800 Strict a. Imp Misc
307000 Wells & Springs
340100 Office Fumiiure & Equip!
304200 Computer & Perish Equip
340300 Computer Software
340330 Comp Software Other
340500 Other Office Equip!
341100 Trans Equip Lt Duty Trucks
341200 Trans Equip Hvy Duty Trucks
341400 Trans Equip( Other
343000 Tools, Shop, Garage Equip
344000 Laboratory Equipment.
346100 Comm Equip Non-Telephone
346200 Comm Equip Telephone
346300 Comm Equip Other
346700 Misc Equiprneni
351000 \N\NWOrgar\izalion
352000 WW Franchises
353200 WW Land & Ld Rages Coll
353500 WW Land 8 Ld Rights Gen
354200 WW S\ruct 8 Imp Coll
354400 WW Sirucl8.Imp TDP
354500 WW Slruct 81 Imp Gen
355500 WW Pwr Gen Equip RWTP
360000 WW Collection Sewers Forced
361100 WW Collecting Mains
362000 WW Special CDH Slruei
363000 WW Service Sewer
364000 WW Flow Measuring Devices
370000 WW Receiveing Wells
371100 WW Pump Equip Elect
371200 WW Pump Equip Other Pwr
380000 WW TD Equips
380050 WW TD Equip Grit Removal
380100 WW TD Equip Sea Tanks/Acc
380200 WW TD Equip Sldge/Eff Rmv
380250 WW TD Equip Sludge Dig Tank
380300 WW TD Equip Sludge Dry Filter
380400 WW TD Equip Aux Effl Trmi
380500 WW TD Equip Chem Trmi Pit
380500 WW TD Equip Oth Disk
380625 WW TD Equip Gen Tmt
380650 WWTD Equip lnfiuenl Liii S
381000 WW Plant Sewers
382000 WW Outfall Sewer Lines
359100 WW om Pl( 8. Miss Equip Inf
389600 WW Oth Pl! & Misc Equip
390000 WW Office Furniture & Equip
391000 WW Trans Equipment
392000 WW Stores Equipment
393000 WW Tool Shop & Garage Equip
394000 WW Laboratory Equipment
395000 WW Power Operated Equip
396000 WW Communication Equip
397000 WW Misc Equipment
398000 WW Other Tangible Equipment 169,085 169v085

$ s

15,935 15,936

4,162
92,919
40,360

146,548
3,768

4,162
92,919
40,360

146,548
3.768

4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
BE
64
65
66
67
GB
69
70
71
72
73
74
75
76
77
7B
79
80
81
82
83
84
85
BE

Allocated From Corp to Districts (SLM-2)
303600 Land & Land Rights AG
304510 Struct & Imp AG Cap Lease
304600 Struck & Imp Offices
304800 Struck & Imp Misc
304620 Struck & Imp Leasehold

3310001 Mains
339600 Other P/E CPS
340100 Office Furniture & Equip
340200 Comp & Periph Equip
340300 Computer Software
340330 Computer Software Other
340500 Other Office Equipment
341100 Trans Equip Lt Duty Trucks
343000 Tool Shop & Garage Equip
344000 Laboratory Equipment
345000 Power Operated Equipment
346100 Comm Equip Non~Telephone
346200 Communication Equip Telephone
345300 Communication Equip Other
347000 Misc Equipment
380400 WW TD Equip Aux E(f Tmt
393000 WW Tool Shop & Garage Equip

14,995
1.156

395

14,995
1,156

395



ARIZONA-AMERICAN WATER CGMPANY - ANTHEM AGUAFRL4 w:» .sTEwAT5R
Dnc*.et No.W_:_g1303A-05.93 '13
Test Year Ended Rarember 31, zone

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

LIN
NO

ACCT.

Q DESCRIPTION

IA]
COMPANY
LE F\LED

[B]
NWVRTF
ADJ #1

[C]
Verrado
ADJ #Z

ii*]
Gash V\.*:>rking

ADJ #3

Deferred Eno. Taxes
Am # 4

[El
GIAC in cwlp

ADJ #5

IF]
Acc um Dear

ADJ #S

[G]
Generator Tmsfr

ADJ #7

IH;
STAFF

ADJUSTED

Allocator of 32 % of NWVTP (LJG-3)
417

144,900
5,539

880,759
309,844

(52)
<18,113)

(830)
(110,095)
(38,731)

355
126,785

5,809
770,664
271,114

511,449
2,545

(63831)
(31 B)

447,518
2,227

35,134
165,708

a,z85
1,750

(4,392)
(20,714)
(1D36l

(220)

30,742
144,995

7,249
1 ,540

352000 WW Franchises
3513200 we Land a. Ld Rights Coll
353500 WW Land & Ld Rights Gen
354200 WW Strict & Imp Col!
354300 WW Struck & Imp SPP
355400 WW Struck & Imp TDP
354500 WW Strict & imp Gen
355200 WW Pwr Gen Equip Coll
355300 WW Pwr Gen Equip SPP
360000 WW Collection Sewers Forced
361100 WW Collecting Mains
362000 WW Special Coll Struck
363000 WW Services Sewer
364000 WW Flow Measuring Devices
370000 WW Receiving Wells
371100 WW Pump Equip Elect
371200 WW Pump Equip Other Pwr
380000 WW TD Equipment
380050 WW TD Equip Grit Removal
380100 WW TD Equip Sea Tanks/Acc
380200 WW TD Equip Sedge/Eff Rmv
380250 WW TD Equip SIdgeDig Tnk
380300 WW TD Equip Sldge Dry/Fit
380350 WW TD Equip Sec Trmt Fin
380400 WW TD Equip Aux Effl Trmt
3B0500 VWV TD Equip Chem Trmt Plnt
380600 WW TD Equip Other Disk
380625 WW TD Equip Gen Trmt
380650 WWTD Equip lrifiuenl Lift S
3B1000 WW Plant Sewers
382000 WW Outfall Sewer Lines
389100 WW Oth Plnt a Misc Equip Inf
389600 WW Oth Plnt & Misc Equip
390000 WW Office Furniture & Equip
390200 WW Computers gt Peripheral
390300 WW Computer Software
391000 WW Trans Equipment
392000 WW Stores Equipment
393000 WW Tool Shop & Garage Equip
394000 WW Labortory Equip
395000 WW Power Operated Equip
396000 WW Communication Equip
397000 WWMisc Equipment

129,472
N a

573,968
352,780

1,717,913
16,730
22,897

1,929,814
8,151

410,850
649

332,677
253,425
23,045
5,251

37,568
6.197

(16. 184)

(15)
(84,246)
(44,097)

(214,739)
(2,091)
(2,862)

(241,227)
(1,023)

(51_3s6)

(al)
(41,585)
(31,678)
(2,aa1)

(656)
(4,696)

(775)

113,285
103

589v720
308,683

1,503,174
14,639
20,035

1,588,587
7,15a

359,494
558

291 ,092
z21 ,747
20,164
4,595

32,872
5422

53,781
6,449

20,152
76,541
3,606

39,753
31,584
4,145

71,104
22,396

(6,723)
(896)

(2,519)
(9,580)

(451)
(4,959)
(3,948)

(518)
(8,888)
(2,800)

47,058
5,643

17,633
67,061
3.155

34,784
27,636
3.627

62,216
19,597

Post Test Year Plan! Additions
Additional Costsas of 5/15/2009

354400 WW Struck & tempt TDP
370000 WW Receiving Wells
371100 WW Pump Equip Elect
350000 WW TD Equipment
380350 WW TD Equip Sec Trml Filter

18,626
548,541

15
150

38,691

18,626
548,541

15
1st

38,691

Rounding (2) (2)

Total Plant in Service 131,361,155 (1,0391823) (1,838,537) 128,482,725

Accumulated Depreciation
Net Plant in Service (LSB - L 59) $

22,837,355
108,523,819 $ (1,G39,823) s (1 v838,637) $ $ s S

(530,244)
630,244 s $

22,207,122
106,275,503

$ $ s 5 s 65,490 $ s s14,883,541
1 ,D54,39D

13,829,151
48,273,364

65,490

14.949,031
1,054,390

13,894,641
48,273,364

143,475 143,475

285,666
1,049,621

(278,553)
(27,084)

7,113
1,022,537

2,495
44,740

2,495
44,740

BE
85
BE
90
91
92
so
94
95
96
go
98
99
100
101
102
103
104
105
106
107
10a
109
110
111
112
113
114
115
116
117
118
119
120
121
122
123
124
125
126
127
128
129
130
131
132
133
134
135
136
137
13B
139
140
141
142
143
144
145

146
147
14B
149
150
151
152
153
154
155
156
157
158
159
160
161
162
163
164
165

754382

(1)

E

LESS:
Contributions in Aid of Construction (CIAC)

Less; Accumulated Amortization
Net CIAC (L63 L64)

Advances in Aid of Construction (AIAC)
imputed Reg Advances
Imputed Reg CIAC
Accumulated Deterred Income Tax Credits
Customer Meter Deposits
ADD:
Working Capital Allowance
Accumulated Deferred Income Tax Debits
Purchase Wastewater Treatment Charges
Material and Supplies inventory
Prepayments
Projected Capital Expenditures
Deferred Debits
Rounding
Original Cost Rate Base s

75,382

(1)
47,735,732 s (1,039,823) $ (1,838,637) s (278,553) s (27,054) s (65,490) S 630,244 s s 45,116,389



ARIZONA~AMERiCAN WATER COMPANY _ ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Surrebultaé Sczhedufe GTM-5

RATE BASE ADJUSTMENT # 1 . NW VALLEY REGIONAL TREATMENT FACIUTY

IB]

LINE
NO

ACCT
no. Description

[A]
COMPANY

AS
§1LED

STAFF
ADJUSTMENTS

[Cl
STAFF

AS
ADJUSTED

417
144.900

6,639
880,759
309,844

(52)
(18,1 13)

(830)
(110,095)
(38,731)

365
126,788

5.809
770,664
271, 114

511,449
2,545

(63,931)
(318)

447.518
2,227

35_134
165,708

8.285
1.760

(4,392)
(20,714)
(1 ,O36)

(220)

30,742
144,995

7,249
1,540

129,472
118

673,966
352,780

1,717,913
16,730
22,897

1,929,814
8.181

410,850
649

332,677
253,425
23,045
5,251

37,568
6,197

(16. 184)

(15)
(84,246)
(44,097)

(214,739)
(2,091)
(2,862)

(241,227)
(1,923)

(51 ,356)

(81)
(41 ,5B5)
(31 ,678)
(2,881)

(656)
(4,696)

(775)

113.288
103

589.720
308.683

1,503,174
14.639
20,035

1,688,587
7,158

359.494
568

291.092
221.747
20.t64
4.595

32.872
5.422

I

r

r

WW Franchises
WW Land 8< Ld Rights Coll
WW Land a Ld Rights Gen
WW Struct & Imp Coll
WW Struck & Imp SPP
WW Struck & Imp TDP
WW Struck 8 Imp Gen
WW Pwr Gen Equip Coll
WW Per Gen Equip SPP
WW Collection Sewers Forced
WW Collecting Mains
WW Special Colf Struck
WW Services Sewer
WW Flow Measuring Devices
WW Receiving Wells
WW Pump Equip Elect
WW Pump Equip Other Pwr
WW TD Equipment
WW TD Equip Grit Removal
WW TD Equip Sad Tanks/Acc
WW TD Equip Sldge/Eff Rmv
WW TD Equip SIdgeDig Tnk
WW TD Equip Sldge DrylFit
WW TD Equip Sec Trot Fiat
WW TD Equip Aux Effi Trmt
WW TD Equip Chem Trmt Plot
WW TD Equip Other Disp
WW TD Equip Gen Trmt
WW TD Equip Influent Lift S
WW Plant Sewers
WW Outfall Sewer Lines
WW Oth Pint bi Misc Equip Inf
WW Oth Pint 84 Misc Equip
\MN Office Furniture 8¢ Equip
WW Computers 81 Peripheral
WW Computer Software
kw Trans Equipment
WW Stores Equipment
ww Tool Shop & Garage Equip
WW Labortory Equip
WW Power Operated Equip
ww Communication Equip
WW Misc Equipment

53.781
6.449

20.152
76.641
3.606

39.753
31.584
4.145

71 . 104
22.396

8.318.584

(6,723)
(806)

(2,519)
(9,580)

(451)
(4,969)
(3,948)

(518)
(8,888)
(2,800)

(1,0'89,823)

47,058
5,643

17,633
67,061
3.155

34,784
27_636
3,627

62,216
19.597

7,278,761

|

1 352000
2 353200
3 353500
4 354200
5 354300
6 355400
7 354500
8 355200
g 355300

10 360000
11 361100
12 362000
13 363000
14 364000
15 370000
16 371100
17 371200
18 380000
10 380050
20 380100
21 380200
22 380250
23 380300
24 380350
25 380400
26 380500
27 380600
28 380625
29 380650
30 381000
31 382000
32 389100
33 389600
34 390000
35 390200
36 390300
37 391000
38 392000
39 393000
40 394000
41 395000
42 396000
43 397000
44

45
46

47 Cost Allocation Percentage
48 Sun City West
49 Anthem Agua Fria

Prior
68%
32%

Current
72%
28%

a

References:
Column [A]: Amounts included in plant balances per filing.
Column (B): Per Testimony GTM
Column (C): Column [A] less Column [B]

I



ARIZONA-AMERICAN VVATFR r:r>mpA NY . ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-013G3A-D9-0343
Test Year Ended December 31, 2008

Surrebuttai S<3h@dule G I M~ 6

RATE BASE ADJUSTMENT # 2 .. VERRADO WWTF ADJUSTMENT

UP] [C]

AcctLINE
n o .

1
2
3
4
5
6
7
8
9

10
11

DESCRIPTIDN
W W  Strict & Imp TDP
W W  Pump Equip Elect
WW TD Equip
WW TD Equip Grit Remov
WW Equip Sea /Tanks Acc
WW TD Equip Sedge Dig Tnk
WW TD Equip Sec Trmt Fil
WW TD Equip Aux Effl Trmt
WW TD Equip Chem Trmt Pit
WW Communication Equip
WW Receving Wells

354400
371100
380000
380050
380100
380250
380350
380400
380500
396000
370000

$

$

3

$

$

$

$

as

$

as

$

[A]
Company
Proposed
AMOUNT

5,374,047
409,283

1 ,964,399
527, 158

1 ,797,75D
532,857
58t ,647
649,801

48,455
410,498
351 ,452

$

AMOUNT STAFF
EXCLUDED RECOMMENDED

(547,937) $ 4,826,110
(158,136) 251 ,147

(1 ,132.564) 831 .745
.- 527,158

... 1,797,750

_- 532,857

.. 581 .647

.. 649.801

- 48,465

_- 410.498

_ 351 ,452

12 Verrado Grand Total Phase ll $ 12,647,357 $ <1 ,838,637) 10,808,630

REFERENCES:
Columns [A]: Company Schedules
Column [B]: GTM Testimony
Column [C]: Column A - Column B



ARlaNA»ANiERiCAN VVATER CQMPANY ANTHEM AGUA FRiA WASTEWATER
Docket No. W5-91803A-03.0343
Test Year Ender! December 31, 2008

Surrebutial Schedule GTM-7

RATE BASE ADJUSTMENT # 3 . WGRKING CAPITAL

IA] [B] [D] [E]

LINE
NO. DESCRIPTION

COMPANY
TEST YEAR
AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED
LEAD/LAG

DAYS
DOLLAR

DAYS

$ $ (43,071)
(1,878)

(58,356)
(303,374)

$ 1,292,207
1,490

220,308

$ 15,506,482
78,282

5,168,423

199,095 5,355,377
(1 v52B,0O5)

(54)
18,665

1,335,278
3,368

278,664
303,374
199,095

1,528,005
396,599
221,640
94,566

242.170
84,483

534,489
246,204
166,636

(35,407)
(883)

13,478
(6,143)

396,545
240,306
94,565

205,769
83,600

547,967
240,061
156,536

12.00
52.52
23.46
14.63
26.90
14.77

(13.70)
(2.37)
83.68
20.31
84.16
1684
18,24
30.00

(5,434,173)
(569,141)

7,913,699
4,179,168
7,035,819
9,225,402
4,378,430
4,999.080

59,640 191 37
1335
30.13

106.25

Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Insurance Other Than Group
Customer Accounting
Rents
Miscellaneous
Maintenance Expense
Other Operating Expenses

Taxes
General Taxes-Property Taxes
General Taxes-Other
income Taxes
interest Sync
Total Operating Expenses $

296,804
87,538

(7,020,813)
1,432,072
6,430.172 $

2,343,678
(78,580)
378,717 $

356,444
87,538

1,322,865
1,353,492
6,808,889 $

6B,213,065
1,168,300

39,857,922
143,808,490
310,885,626

1
2
3
4
5
B
7
8
9

10
'11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

Expense Lag
Revenue Lag
Net Lag
Staff Adjusted Expenses
Staff - Cash Working Capital
Company As Filed
Staff Adjustment Reduction to WC

Line 20, Col. (E) / Col [C]
Company Workpapers
Line 24 . 23
Line 20, Col C
Line 25 * Line 26/365 day
Co Schedule B-5
To GTM~4

4556
4604
0.38

6,B08,BB9
7,1 13

285,655
(278,553)

References:
Column [A]: Company Schedule C-1
Column [B]: Staff adjustments to expenses, See Testimony GTM
Column [C]: Column [A] + Column [B]
Column [D]§ Expense Lags Used on Docket WS-01303A-06-0403, approved in Decision No. 70372
Column [E]: Column [C} ' Column [D]



I

ARizonA-AevlERacAn WATER COMPANY .. AMTHEM AGUA FRIA WASTEWATER
Docket NO. VVS-01303A-09-9343
Test Year Ended December 31, 2008

Surrebuttal Schedule GTM .. 8

RATE BASE ADJUSTMENT #4 .. ACCUMULATED DEFERRED INCOME TAXES

[A]
COMPANY

AS
FILED

[B] [C]
STAFF

AS
ADJUSTED

STAFF
ADJUSTMENTS

USE
NO.
1
2
3

DESCR\PTlON
Deferred income Taxes
Allocation Factor
Staff Adjustment

$ 13,025,093
8.06%

1,049,622

$ (336,093)
8.06%

(27,084)

$ 12,689,000
8.06%

1 ,022,538

REFERENCES:
Columns [A], Line 1: Amounts used by Co as basis for allocation
Column [A], [B] 8< [C], Line 2: Allocation rate to this system
Column [C]_ Line 1: Allocable amount per audited financial statements times allocation rate
Column [A], [B] 8= [0], Line 3: Recalculated amounts

f
r

I
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ARIZONA-AMERICAN WATER cot~n4=Any . ANTHEM AGUA FRKA WASTEWATER
Docket No, ws-01303A-09-0343
Test Year Ended December 31, 2008

Surrebuttai Schedule GTM~9 A

I
RATE BASE ADJUSTMENT # 5 -. c\Ac ASSOCiATED WITH CWIP

LINE ACCT
NO. NO. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Contributions in Aid of Construction (GIAC) $ 14,883,541 $ 65,490 SS 14,949,031

References:
Column (A), Company Schedule C-2
Column (B): Testimony GTM
Column (C): Column (A) + Column (E)



ARIZONA-AMERICAN WATER CDMPANY .. ANTHEM AGUA FRIA WASTEWATER

Docket No. WS-01303A~09-0343
Test YearEnded December 31, 2008

Surrebutta! Schedule GTM-9 B

RATE BASE ADJUSTMENT # 6 - ACCUMULATED DEPRECIATION (NWVRTF)

LINE ACCT
n o . NO. DESCRIPTION

[A]
COMPANY
PROPOSED

[8]
STAFF

ADJUSTMENTS

[Cl
STAFF

RECOMMENDED

$ 17,795,411
4,411,711

22,207,122

1

2

3

Accumulated Depreciation
Acc um Depreciation - NWVRTF

Total Accumulated Depreciation

$ 17,795,411
5,041 ,955

$ 22,837,366 $

0
(630,244)

(630,244) $

References;
Column (A), Company Schedule C-2
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMER!CAN WATER COMPANY .. ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 200B

Surrebuttal Schedule GTM-9 C

1
RATE BASE ADJUSTMENT # 7 . TRANSFER OF GENERATOR

LINE ACCT
n o . NO. DESCRiPTiON

MJ
COMPANY
PROPOSED

IB]
STAFF

ADJUSTMENTS

1

2

WW Struct & Imp TDP
WW Pwr Gen Equip RWTP

$
$

6,059,098
136,851

$

$

(487,000)
487,000

[C]
STAFF

RECOMMENDED

$
$

5,572,098
623,851

References:
Column (A), Company Schedule C~2
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY .. ANTHEM AGUA FRKA WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Surrebuttal Soheduie GTM-t O

OPERATING INCOME STATEMENT . TEST YEAR AND STAFF RECOMMENDED

[A] IB] [D] [E]

LINE
NO, DESCRlPT\ON

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED

STAFF
RECOMMENDED

CHANGES
STAFF.

RECOMMENDED

$ 8,634,567
2.556

$ $ 8,634,567
2,556

$ 5,049,396 8 13,683,963
2,556

1
2
3
4
5

Sewer Revenues
Other Revenues
Other
Total Operating Revenues $ 8,637,123 $ $ B,637,123 $ 5,049,395 $ 13,686,519

$ (43,071)
(1 ,87B)

(58,355)
(74,553)

$ $

(68,990)

(54)
15,665

(12500)

25,752(36,401)
(883)
(393)

13,478
(6,143)

(417,089)
1,545 58,095

1,292,207
1 .490

220,308
228,821
199,095

1,459,015
396,545
240,306

68,439
94,566

231,521
83,600
85,304

547,967
240,061

3,413,719
355,444

87,538
1 ,191 ,193

Labor
Purchased Water
Fuel 8< Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes~Property Taxes
General Taxes~Other
Income Taxes

$
$
$
$
$
$
$
$
$
$
$
$
5
$
$
$
s
$
$

1,335,278
3.368

278,664
303,374
199,095

1,528,005
396,599
221,640

80,939
94,566

242,170
B4,483
85,697

534,489
246,204

3,830,808
296,804

87,538
(1 ,020,813) 295,359

1,292,207
1,490

220,308
228.821
199,095

1,459,015
396,545
240,306

68,439
94,566

205,769
83,600
85,304

547,967
240,061

3,413.719
298,349

87,538
(725,454) 1,916,647

6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

Total Operating Expenses
Operating Income (Loss) S

8,828,908
(191 ,785) $

(391 ,262)
391,262 $

8,437,646
198,477 $

2,000,493
3,048,903 $

10,438,140
3,248,379

References:
Column (A): Company Schedule C-1
Column (B): Schedule GTM 11
Column (C): Column (A) + Column (B)
Column (D): Schedules GTM 2, Lines 29 and 37
Column (E): Column (C) + Column (D)
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ARIZONA-AMERICAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-0130)A~09»0343
Test Year Ended December 31, 2008

Surrebuttai Schedule GTM-12

i
1

OPERATING INCOME ADJUSTMENT #1 - NWVRTF OPERATING EXPENSE

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

[D]
LINE
NO DESCRIPTION

1 NWVRTF allocated operating expenses SS 579,897 $ (174,480) $ 405,418

55 $ $

Total casts
NWVRFT

$ 439,685
46,939

373,211
414,181

Co. Proposed
32%

140,698
15,020

119,428
132,538

Staff  Recommended
28%

123,110
13,143
60,492
57,985

(C)

Difference
(17,587)

(1 ,878)
(58,936)
(74,553)

151,361
1,351

48,436
432

42,381
378

(6,054)
(54)

22,082
9,819

199,988
153,567

1,176,113
186,525

5,183
2,749

55,997
42,999

(883)
(393)

(8,000)
(6,143)

(b)
(b>

Labor
Purchased Water
Fuel 8¢ Power (a)
Chemicals (a)
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
insurance Other Than Group
Customer Accounting
Rents
General Cfhce Expense
Miscellaneous
Maintenance Expense
Depreciation 8< Amortization
General Taxes-Property Taxes
General Taxes-Other
Income Taxes

7,066
3,142

63,995
49,141

<b)
(b)

(b)
(b)

Total O 8¢ M Expenses $ 579,897 8; 405,418 $ (174,480>

2
3
4
5
5
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

* 14%)

31
32

$ 3,174,818
32%

Anthem's 68% of the NWVRTF costs $ 1,015,942
(a) Variable cost atiocationf Anthem Aqua Fria (14%) and Sun City West (86%)
(b) Depreciation and Property Taxes Separately Reviewed

( c) Staff recommended for NWVRTF based on revised APS annuatization: ($432_0B5
Current Future

Cost Allocation Capacity Growth
Anthem Agua Fria 14% 28%
Sun City West 86% 72%

References:
Column (A), Company Schedule C-1
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY - ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Surrebultal Schedule GTM43

OPERATING INCOME ADJUSTMENT # 2 .. FUEL& POWER EXPENSE

LINE
NO. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

Fuel & Power - All Other 35 159,236 $ 580 $ 159.816

$
$

278,664
119,428

Total Company Proposed Fuel and Power
Less: Company Proposed Fuel and Power - NW VRTF
Company Proposed Fuel and Power .. All Other 35 159,236

$ 220,308
$ 432,085

14%
$ 60,492

2
3
4
5
6
7
8
9
10
11

Total Staff Recommended
Total Staff NWWRTF
Staff NWVRTF Altocetion Factor
Less: Staff Recommended for NWVRTF

Staff Recommended for AH Other
Staff Adjustment - Fuel and Power - All Other 1

$
s

159,816
580

References:
Column (A), Company Schedule C-1, C-2
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY - ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01303A-05-0343
Test Year Ended December 31, 2008

Surrebuital Schedule GTM44

OPERAT\NG INCOME ADJUSTMENT # 3 .. BAD DEBT EXPENSE

DESCRIPT» ON
Uncollectible Accounts (Ordinary Activity)
Uncollectible Accounts - MI (Misc Invoices
Total Uncollectibies

[A]
COMPANY
PROPOSED
$ 116,460

(36,501 )
79,959$

[B]
STAFF

ADJUSTMENTS
$ (72,809)
35 36,408
$ (36,401)

[C]
STAFF

RECOMMENDED
$ 43,651
$ (93)
$ 43,558

Total Uncollectible Accounts
Allocation Percentage-
Bad Debts induced in Customer Accounting

$ 1,152,299
10.11%

$ 116,460

$Staff Adjusted Test Year Revenue GTM-_ 0
3 year average Bad Debt Exp. Rate, Per Co.
Staff Recommended Bad Debt Exp $

8,637,123
0.51%

43,651

Adjustment for Bad Debt Expense Ordinary activity $ (72*809)

Normalization of Uncollectible Accounts- Miscellaneous Invoices

$
35
33
$
5

341,820

16,584
(361 Y 154)

(2,750)
(917)

UNE
M L

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

$ (361,154)
10.11%

(36,501) $
10,11%

(93)

2006
2007
2008
3 year total
3 year average
2008 Test Year, Co\ [C], \ire 19
Co. Allocated %
Company proposed amount
Adjustment for uncollectibles Ml
Net Adjustment Uncollectibles - Ordinary activity 8 M! s

(36,408)
(36,401)

References:
Column [A), Company Workpapers
Column [B], line 13: Col, [C], line 11, less Col [A], line 7
Column [B], line 26: Col. [0], line 25, less Col [A], line 25
Column [8], line 27: Col. [B], line 13, plus Col [8], line 26
Column (C): Line 10, Per Company's Workpapers
Column (C): Lines 18-20, & 25 Per Company's Workpapers
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ARiZONA~AMERlCAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER

Docket No. WS-01303A-09-D343
Test Year Ended December 31, 2008

Surrebuttal Schedule GTM-15

OPERATING INCOME ADJUSTMENT # 4 .. WATER TESTING

LINE ACCT
NO. n o . DESCRIPTION

IA]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Miscellaneous $ 62.813 $ 21,478 $ 84,291

References:
Column (A), Company Schedule C-2 p. 26
Column (B): Testimony GTM
Column (C): Column (Al + Column (B)
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ARIZONA-AMERICAN WATER COMPANY - ANTHEM AGUA FWA WASTEWATER
Docket No. WS» 01303A-09-0343
Test Year Ended December 31, 200B

Surrebuital Schedule GTM-16

9PERATlNG INCOME ADJUSTMENT # 5- DEPRECIATE]ON EXPENSE

LINE
no.

1
D Esc R IPTIO N

Depreciation 8< Amortization

[A]
COMPANY
PROPOSED

s 3,830,808

IB]
STAFF

ADJUSTMENTS
s (417,089)

[C]
STAFF

RECOMMENDED
$ 3,413,719

LINE
n o .

ACCT.
no DESCRIPTION

tAl
PLANT

BALANCE

IB)
DEPRECIATION

RATE

[Cl
DEPREClAT)ON

EXPENSE

PLANT IN SER v1cE. B-2 page 6

11.726

25,424 2,542

2
3
4
5
6
7
B
9
10
11
12
13
14
15
15
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51

60,471
8,352

29,267

9,071
1 ,392
1,aoB

495.058
353.370
143.036

2,047,885
5,572,098

10,622,274
623.551

2.729.254
46,641,273

181,571
6,195,971

490.498
3,062,054
2.165.606

6.216
1.706,736

10,086,969
3,8658g49

3.041
2.572.930

11.8480060
772.399

1,113.216
B45.799
143.294

18.743
657.626
724,631

1.024.024

34,200
93,054

177,392
27,574
56,496

951 ,4B2
3,704

126,398
49.050

101,966
117,376

337
85,337

504,348
193,297

152
128,647
592,403

38620
55,561
42,290

7,165
937

32,881
36,232
50,996

31 ,682 1,454

16,453
48,045

1 ,028.920
2,134,843

735
1,753

51,652
219889

304100
304200
304510
304600
304620
304800
307000
340100
304200
340300
340330
340500
341100
341200
341400
343000
344000
348100
346200
346300
346700
351000
352000
353200
353500
354200
354400
354500
355500
360000
361100
362000
363000
364000
370000
371100
371200
380000
380050
380100
380200
3B0250
380300
3B0400
380500
380600
380625
380650
381000
382000
389100
389600
390000
391000
392000
393000
394000
395000
396000
397000
39B000

Struck & imp SS
Struck & Imp P
Struck & Imp AG Capital Lease
Struck & Imp Offices
Struck & Imp Leasehold
Struck & Imp Misc
Wells & Springs
Office Furniture & Equips
Computer & Periph Equip
Computer Software
Comp Software Other
Other Office Equips
Trans Equip Lt Duty Trucks
Trans Equip Hvy Duty Trucks
Trans Equipt Other
Tools, Shop, Garage Equip
LaboratOry Equipment
Comm Equip Non-Telephone
Comm Equip Telephone
Comm Equip Other
Misc Equipment
WWWOrganization
WW Franchises
WW Land & Ld Rights Coll
WW Land & Ld Rights Gen
WW Struck & top Coll
WW Struck & Imp TDP
WW Struct & imp Gen
WW Pwr Gen Equip RWTP
WW Collection Sewers Forced
vow Collecting Mains
WW Special Coll Struck
WW Service Sewer
WW Flow Measuring Devices
WW Receiveing Wells
WW Pump Equip Elect
WW Pump Equip Other Pwr
WW TD Equips
WW TD Equip Grit Removal
WW TD Equip Sad Tanks/Acc
WW TD Equip SldgelEff Rmv
WW TD Equip Sludge Dig Tank
VVlN TD Equip Sludge Dry Filler
WW TD Equip Aux Effl Trml
VI/w TD Equip Chem Trmt Plt
WW TD Equip Oth Disk
WW TD Equip Gen Tmt
WWTD Equip Influent Lift S
VV\N Plant Sewers
WW Outfall Sewer Lines
WW Oth Pit 8 Misc Equip Inf
WW Oth Plt & Misc Equip
WW Office Furniture & Equip
WW Trans Equipment
WW Stores Equipment
WW Tool Shop & Garage Equip
WW Laboratory Equipment
WW Power Operated Equip
WW Communication Equip
WW Misc Equipment
WW Other Tangible Equipment 169,055

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

10.00%
0.00%
0.00%
0.00%

20.00%
15.00%
16_67%

4.47%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
1.67%
1.67%
1.G7%
4.42%
2.07%
2.04%
2.04%
2.04%

10.00%
3.33%
5.42%
5.42%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
4.98%
0.00%
4.59%

20.00%
3.95%
4.47%
3.71 %
5.02%

10.30%
5.10%

10.30% 17,416

B-2 page 9

15.936

000%
0.00%
0.00%
000%

14.2B% 2.276

52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
kg
80

303600
304510
304600
304800
304620
3310001
339600
340100
340200
340300
340330
340500
341100
343000

Allocated From Corp to Districts (SLM-2)
Land & Land Rights AG
Struck 8 Imp AG Cap Lease
Strict & Imp Offices
Struck a Imp Misc
Strict 8< Imp Leasehold
Mains
Other P/E CPS
Office Furniture & Equip
Comp & Perish Equip
Computer Software
Computer Software Other
Other Office Equipment
Trans Equip Li Duty Tracks
Tool Shop & Garage Equip

4,162
92.919
40,360

148,548
3.768

3.30%
4 04%

10.00%
25.00%
25.00%

0.00%
25.00%

4.47%

137
3.754
4,036

36,637
942



ARIZONA-AMERICAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-013G3A~09-0343
Test Year Ended December 31, zoos

Surrebutial Schedule GTM46

i
1

344000
345000
345100
346200
346300
347000
380400
393000

Laboratory Equipment
Power Operated Equipment
Comm Equip Non~Telephone
Communication Equip Teiephone
Communication Equip Other
Misc Equipment
WW TD Equip Aux Eff Tmt
WW Tool Shop 8. Garage Equip

14895
1 .156

395

3.71 %
1.53%
8.25%
8.25%
5.35%

1 ,237

95

21

I B-2 page 12
365

126,788
5,809

770,664
271 ,t14

121870
t3,55S

447,515
2,227

7.474
73

30,742
144,995

7,249
1,s4o

627
2.958

148
154

113,288
103

589,720
308,683

1,503,174
14,639
20,035

1,688,587
7, 1 as

359,494
568

291,092
221 ,747
20, 164

4.595
32,872

5,422

6,140
8

29,486
15,434
75. 159

732
1 ,oz

84,429
358

17,975
28

14,555
11 ,o87
1,008

230
1 ,644

270

352000
353200
353500
354200
354300
355400
354500
355200
355300
360000
361100
362000
363000
364000
370000
371100
371200
3B0000
3B0050
3B0100
3B0200
3B0250
380300
380350
380400
380500
380600
380625
380650
381000
382000
389100
389600
390000
390200
390300
391000
392000
393000
394000
395000
396000
397000

Allocation of 32 % of NWVTP (LJG-3)
WW Franchises
WW Land & Ld Rights Coll
WW Land e. Ld Rights Gen
WW Sfrucl 8< Imp Coll
WW Strut 8¢ imp SPP
WW Sirucl & imp TDP
WW Struck & Imp Gen
WW Pwr Gen Equip Calf
WW Pwr Gen Equip SPP
WW Collection Sewers Forced
WW Collecting Mains
WW Special Coll Strict
WW Services Sewer
WW Flow Measuring Devices
WW Receiving Wells
WW Pump Equip Elect
WW pump Equip Other Pwr
WW TD Equipment
WW TD Equip Grit Removal
WW TD Equip Sad Tanks/Acc
WW TD Equip Sldge/Elf Rmv
WW TD Equip SldgeDig Tnk
ww TD Equip siege Dry/Fil
WW TD Equip Sec Trml Fill
WW TD Equip Aux Effl Trill
WW TD Equip Chem Trmi Plni
WW TD Equip Other Disk
WW TD Equip Gen Timi
WWTD Equip lriflueni Lift S
WW Plant Sewers
WW Outfall Sewer Lines
WW Old Plnt & Misc Equip Inf
WW Oth pint & Misc Equip
WW Office Furniture & Equip
WW Computers e Peripheral
WW Computer Software
WW Trans Equipment
WW Stores Equipment
WW Tool Shop 8. Garage Equip
WW Labonory Equip
WW Power Operated Equip
WW Gommunicaiion Equip
WW Misc Equipmeril

47,058
5,643

17,633
67,061

3.155
34,784
27,636

3,627
62.216
19,597

0.00%
0.00%
0.00%
1.67%
5.00%
5.00%
1.67%
3.30%
3.30%
2.07%
2.04%
2.04%
2.04%

10.00%
3.33%
5.42%
5.42%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5 . w %
5.00%
5.00%
4.98%
4.95%
4.59%

10.00%
25.00%
20.00%
3.98%
4.47%
3.71%
5.02%

10.30%
5.10%

2,1eo
564

4.408
13,412

125
1.555
1,025

182
6,408

999

B-2 page 15

354400
370000
371100
380000
380350

Post Test Year Plant Additions
Additional Costs as of 5/15/2009
WW Siruct & Impf TDP
WW Receiving WeIss
WW Pump Equip Elect
vv TD Equipment
WW TD Equip Ser: Trot Filter

18.626
548,541

15
150

38,691

1.67%
3.33%
5.42%
5.00%
5.00%

311
18,266

1
8

1.935

J
W

61
B2
83
84
85
BE
87
BB
BE
90
91
92
93
94
95
95
97
CB
99

100
101
102
103
104
105
106
107
108
109
n o
111
112
113
114
115
116
117
N B
119
120
121
122
123
124
125
126
127
128
129
130
131
132
133
134
135
136
137
138
139
140
141
142
143
144
145
145
147
148
14g
150

Rounding
Total Plant in Service

(2)
128,482,725 3.28% 4,213,134

352000

151 353200

152 353500
352000
353200
353500

Less Non Depreciable Plant
WW Franchises
WW Land 8. Ld Rights Coll
WW Land & Ld Rights Gen
WW Franchises
WW Land & Ld Rights Coll
WW Land & Ld Rights Gen

495,058
353,370
143,036

365
125,788

5,8o9

0.00%
000%
0.00%
0.00%
0.00%
0.00%

$ 127,358,299 $ 4,213,134
3.31%

i
I

$ 14,949,031 $
$ 1

W

153
154
155
156
157
158
159
160
161
162

Net Depreciable Plant and Depreciation Amounts
Composite Depreciation Rake
Less
Amortization of Regulatory CIAC at Settlement Rate
Amortization of CIAC at Composite Rate
Staff Recommended Depreciation Expense
Company Proposed Depreciation Expense
Staff Adjustment s

304,886
494,528

3,413,719
3_830_505
(417,089)



STAFF
RECOMMENDED

LINE
no. I DESCRIPTION

STAFF
AS ADJUSTED

ARIZONA-AMERICAN WATER COMPANY ... ANTHEM AGUA FRIA WASTEWATER
Docket No. W S-01303A-09-D343
Test Year Ended December 31, 2008

Surrebuttal Schedule GTM-17

OPERATING INCOME ADJUSTMENT # 6 - PROPERTY TAX EXPENSE

rAn [B]

8,637,123
2

17,274,245
8,637,123

$ 8,637,123
2

17,274,246

25,911,369
3

8,637.123
2

17,274,246
13.454

13,686,519
30,960,765

3
10,320,255

2
20,640,510

13.454

20,653,964
22.0%

4,543,872
7.84%

35
33
$

17,287,700
22.0%

3,803,294
7.84%

298,349
296,804

1,545

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19

20
21
22

Staff Adjusted Test Year Revenues - 2008
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Adjusted Test Year Revenues - 2008
Staff Recommended Revenue
Subtotal (Line 3 + Line 4) or (Line 3 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier ,
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP .- 2008
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)

Property Tax on Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase in Property Tax Due to Increase in Revenue Requirement

SB
$
$

356,444
298,349

58,095

23
24
25

Increase in Property Tax Due to Increase in Revenue Requirement (Line 22)
Increase in Revenue Requirement
Increase in Property Tax Per Dollar Increase in Revenue (Line 23 / Line 24)

$
35

58,095
5,049,396
1 .15053%

REFERENCES;
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1, Line 24
Line 21: Line 19 - Line 20
Line 23: Schedule GTM-1, Line 8

35



ARIZONA~AMERICAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER
DocketNo. WS-01303A-09-0343
Test Year Ended December 31, 2008

Surrebuttal Schedule GTM-18

OPERATING INCOME ADJUSTMENT # 7 .. INCOME TAXES

LINE ACCT
n o . NO. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Income Taxes $(1 ,020,813) $ 295,359 $ (725,454)

References:
Column (A), Company Schedule C-2
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARiZONA~AIVIERICAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 200B

Surrebuttal Schedule GTM49

r OPERATING INCOME ADJUSTMENT #8 . REGULATORY EXPENSE

LINE ACCT
NO. NO, DESCRIPTION

[8]
STAFF

ADJUSTMENTS

[Cl
STAFF

RECOMMENDED

1 Regulatory Expense

[A]
COMPANY
PROPOSED

$ 80,939 $ (12,500) $ 68,439

References:
Column (A), Company Schedule C-2, p. 16
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)

I

I

I



I

I

ARIZONA-AMERICAN WATER COMPANY .. ANTHEM AGUA FRiA WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Surrebuttal Schedule GTM-20

r
i

OPERATING INCOME ADJUSTMENT # 9 - ACCEPTING RUCO ADJUSTMENTS

DESCRIPTION
Labor - AlP Adjustment
Labor .. Stock Comp Adj

Total Labor Adjustment

{A]
COMPANY
PROPOSED

$ 1,335,278
1,317,639

[B]
STAFF

ADJUSTMENTS
(17,639)

(7,845)
(25,484)

[C]
STAFF

RECOMMENDED
$ 1,317,639

1,309,794

$ $

LINE ACCT
n o . NO.

1
2
3
4
5
6
7
8
g

Management Fees - AlP Adjj
Management Fees - Stock Comp Adj
Management Fees - other expenses adj
Management Fees - BD expense
Management Fees - Dues & Donations

Total Management Fees Adjustment
$

1 ,528,005
1,522,756
1 ,502,861
1,481 ,811
1 ,469,358

(5,249)
(19,895)
(21 ,050)
(12,453)

(4,289)
(62,938)

$

1 ,522,75e
1 ,502,861
1 .481 ,811
11469,358
1 ,465,069

Pension Adjustment $ 221 ,640 18,666 $ 240,306

References:
Column (A), Company Schedule
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)

r
r

j
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ARIZONA-AMERICAN WATER COMPANY - SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

TABLE OF CONTENTS TO SCHEDULES

SCH # TITLE

i
I

I

GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-

1
2
3
4
5
6
7
8
g

10
11
12
13

13.1
14
15
15
17
18
19

REVENUE REQUIREMENT
GROSS REVENUE CONVERSION FACTOR
RATE BASE _ ORIGINAL COST
SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS
RATE BASE ADJUSTMENT # 1 - COMPREHENSIVE PLANNING STUDY COSTS
RATE BASE ADJUSTMENT # 2 - WORKING CAPITAL
RATE BASE ADJUSTMENT # 3 - ACCUMULATED DEFERRED INCOME TAXES
RATE BASE ADJUSTMENT # 4 -. CIAC ASSOCIATED WITH CWIP
NOT USED
OPERATING INCOME STATEMENT ... TEST YEAR AND STAFF RECOMMENDED
SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR
OPERATING INCOME ADJUSTMENT #1 .. FUEL a PQWER
OPERATING INCOME ADJUSTMENT # 2 - CUSTOMER ACCOUNTING (BAD DEBT)
RECONCILIATION OF SCHEDULE C-1, CUSTOMER ACCOUNTING TO SUPPORTING WO
OPERATING INCOME ADJUSTMENT # 3- DEPRECIATION EXPENSE
OPERATING INCOME ADJUSTMENT # 4 - PROPERTY TAX EXPENSE
OPERATING INCOME ADJUSTMENT # 5 .. INCOME TAXES
OPERATING INCOME ADJUSTMENT # 6 - REGULATORY EXPENSE
OPERATING INCOME ADJUSTMENT # 7 - ACCEPTING RUCO ADJUSTMENTS
OPERATING INCOME ADJUSTMENT # 8 - GLENDALE WASTE DISPOSAL EXPENSE

J
I



$ 1,618,574

ARIZONA-AMERICAN WATER COMPANY
Docket No. WS-01303A-09~0343
Test Year Ended December 31, 2008

SUN om' WASTEWATER Surrebuttal Schedule

REVENUE REQUIREMENT

LINE
n o. DESCRIPT!0N

(A)
COMPANY
ORIGINAL

COST

(B)
COMPANY

FA}R
VALUE

(C)
STAFF

ORIGINAL
COST

(D)
STAFF
FAIR

VALUE

1 Adjusted Rate Base $ 14,764,087 $ 14,764,087 $ 14,584,558 s 14,584,558

$ (51 ,594) $ (51 ,5Q4) $ 65,453 $ 65,4632 Adjusted Operating Income (Loss)

3 Current Rate of Return (L2 / LI) _0_35% -0.35% 0.45% 0.45%

4 Required Rate of Return 8.53% 8.53% 7.20% 7.20%

5 Required Operating Income (L4 * LI) $ 1,259,377 $ 1,259,377 $ 1,050,088 s 1,050,088

6 Operating Income Deficiency (LE - LE) $ 1,310,969 $ 1,310.971 $ 984,625 $ 984,625

7 Gross Revenue Conversion Factor 1 .6453 1 .6453 1.6438

8 Required Revenue Increase (L7 * LE) 5 2,156,882 $ 2,156,882 1$

1.6438

1,618,574 I

9 Adjusted Test Year Revenue 5 5,940,381 $ 5,940,381 $ 5,940,381 $ 5,940,381

10 Proposed Annual Revenue (LB + LE) $ 8,097,263 $ 8,097,263 $ 7,558,955 $ 7,558,955

11 Required Increase in Revenue (%) 35.31 % 36.31% 27.25% 27.25%
I

I

12 Rate of Return oh Common Equity (%) 12,25% 12.25% 10.20% 10,20%

References:
Column [A]:
Column (B):
Column (C):

Company Schedule A-1
Company Schedule A-1
Staff Schedu\es GTM-2, GTM-3, and GTM-_ 0

r



Staff Recommended
Sun City Wastewater

$
$
$

7,558,955
6.123,795

437,537
$ 997,623

6,9688%
69,514

928,108
315,557

$
$
$

385,071$

Test Year
Sun City Wastewater

$
$
s

5,940,381
6,108,817

437,537
$ (605,973)

5.96B0%
l42,224)

l563,748)
(191 ,674)

$
$
$
as (233,899)

Sun City WW
$ 14,584,558

3.00DD%
$ 437,537

ARIZONA-AMERICAN WATER COMPANY . SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Surrebuttal Schedule GTM~2

GROSS REVENUE CONVERSION FACTOR

LINE
NO,

(A) (8) (C) (D)
DESCRIPTION

1
2
3
4
5
6

Calculation of Gross Revenue ConversionFactor
Revenue
Unco\Iecibie Factor (Line 11)
Revenues (LI - L2)
Combined Federal and State Income Tax and Property Tax Rate (Line 23)
Subtotal (LE - L4)
Revenue Conversion Factor (L1 I Ls)

100.0000%
0.0798%

99.92G2%
39.0873%
60.B329%
1.643847

1D0.000D%
38.59B9%
el .4011%
0.1300%

7
8
g
10
11

Calculation of Uncoilecttible Factor
Unity
Combined Fedora! and State Tax Rate (Line 17)
One Minus Combined Income Tax Rate (L7 - LB )
Un<:oHec1§ble Rate
Uncollectible Factor (LE * L10 ) 0.D798%

100.0D00%
6.9680%

93.032D%
34.0000%
31_6309%

12
13
14
15
16
17

Calculation of En'ec!ive Tax Rafe:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable income (L12 - L13)
Applicable Federal Income Tax Rate (Line 46)
Effective Federal Income Tax Rate (L14 x L15)
Combined Federal and State Income Tax Rafe (L13 +L15) 385989%

4

100.0000%
3B5989%
61 .4011%
0.7954%

0,48B4%

18
19
20
21
22
23

Calculation of Effective Property Tax Factor
Unity
Combined Federal and State Income Tax Rate (L17)
One Minus Combined income Tax Rate (L18-L19)
Property Tax Factor (GTM~t5, L25)
Effective Property Tax Factor (L20*L21 )
Combined Federal and State income Tax and Property Tax Rate (L17+L23) 39.0873%

$
$

1 ,050,0B8
65,463

24
25
26

Required Operating Income (Schedule GTM-1, Line 5)
Ad]ustedTest Year Operating Income (Loss) (Schedule GTM-10, Line 42)
Required Increase in Operating Income (L24 - L25) $ 984,625

s
$

385,071
(233,899)

27
28
29

Income Taxes on Recommended Revenue (Col. (D), L45)
Income Taxes on Test Year Revenue (Col. (A), L45)
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) $ 618,970

$ 1,518,574
0.1300%

30
31
32

Required Revenue Increase (Schedule GTM-1, Line 8)
Uncollectible Rate (Line LG)
Required lncrea-se in Revenue to Provide for Uncollectible Exp. (LBO* L31) $ 2.104

$
$

154.785
141,911

33
34
35

Property Tax with Recommended Revenue (GTM-15, Col B, L20)
progeNy Tax on Test Year Revenue (GTM-15, Col A, L17)
increase in Property Tax Due to Increase in Revenue (L33~L34) $ 12,874

36 Total Required Increase in Revenue (L26 + L29 + L32 + L35) $ 1,618,574

(A) rev

37
38
39
40
41.
42
43
44
45

Calculation of Income Tax:
Revenue (Sch GTM~1D, CoL(C) L5, GTM-1, Col <D). LE)
operating Expenses Excluding Income Taxes
Synchronized interest (L54)
Arizona Taxable income (L37 - L38 - L39)
Arizona State income Tax Rate
Arizona Income Tax (L4O x L41)
Federal Taxable Income (L40 - L42)
Total Federal Income Tax
Combined Federal and State income Tax (L42 + L44)

46 Effective Tax Rate 34 .O000°/,

47
48
49

Calculation of Interest Synchronization:
Rate Base (Schedule GTM-3, Col (C), Line 17)
Weighted Average Cost of Debt
Synchronized Interest (L47 X L48)



ARIZONA-AMERICAN WATER COMPANY .. SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343
TestYear Ended December 31, 2008

Surrebuttal Schedule GTM-3

RATE BASE - ORIGINAL COST

(B) (C)
STAFF

AS
ADJUSTED

LINE
n o .

(A>
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

1

2

3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

$ $ $

$

24,469,337
10,761,769
13,707,568 $

(12,242)

(12,242) $

24,457,095
10,761,769
13,695,326

LESS:

4
5
6

Contributions in Aid of Construction (GIAC)
Less: Accumulated Amortization

Net CIAC

$ $ 3,743 $ 22,663
6,593

16,070

18,920
6,593

12,327 3,743

7 Advances in Aid of Construction (AIAC) 2,660,292 2,660,292

8 Imputed Reg AIAC

9 Imputed Reg GIAC 360,708 360,708

10 Accumulated Deferred Income Tax Credits
Customer Meter Deposits
ADD:

11 Cash Working Capita!

12 Accumulated Deferred Income Tax Debits

129,827 13,355

1,824,256

(116,472)

(47,072) 1,777,184

13 Supplies Inventory 597 597

14 Prepayments 77,758 77,758

15 Deferred Debits 2,057,485 2,057,405

16 Purchase Wastewater Treatment Charges

Rounding 3 3

17 Original Cost Rate Base 33 14,764,087 $ (179,529) $ 14,584,558

References:
Column (A), Company Schedule B-2
Column (B): Schedule GTM-4
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . SUN clTv WASTEWATER
Docket No. ws-u1:so3A-os-0343
Test Year Ended December 31, 2008

Surrebuttal Schedule GTM-4

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS Planning
Study

[B]

Working
Capital

[C]

Deferred
Income Taxes

[D]

CIAC assoicated
with Cwlp

[E]

LINE
NO

ACCT.
no. DESCRIPTION

[A]
COMPANY
AS FILED ADJ #1 ADJ #2 ADJ #3 ADJ #4

[F]
STAFF

ADJUSTED

PLANTIN SERV/CE: $ 122,373
6.132
5.565

187,017
465,769

49,003
2,397,511

16,050,734
1,219,748
2,680,127

33,470
495,398

453
2,575
1,503

115,202
178
291

10,495

351000 WWWOrganization
352000 WW Franchises
353200 WW Land & Ld Rights Coll
354200 WW Struck & Imp Coll
354500 WW Struck & imp Gen
355400 WW Power Gen Equip TDP
360000 WW Collection Sewers Forced
361100 WW Collecting Mains
362000 WW Special Coll Struck
363000 WW Service Sewer
364000 WW Flow Measuring Devices
371100 WW Pump Equip Elect
380050 WW TD Equip Grit Removal
380100 WW TD Equip Sad Tanks/Acc
380500 WW TD Eauip Oth Disp
380625 WW TD Eauip Gen Tmt
380650 WW TD Equip influent Lift S
382000 WW Outfall Sewer Lines
389100 WW Oth Plt & Misc Equip Inf
389600 WW Oth Pit & Misc Equip
390000 WW Office Furniture & Equip
391000 WW Trans Equipment
393000 WW Tool Shop & Garage Equip
396000 WW Communication Equip
397000 WW Misc Equipment
398000 WW Other Tangible Equipment

122,373
8.132
6.585

1871017
455,789
49,003

2,397,611
18,050,734
1,219,748
21680,127

33,470
495,398

453
2,575
1,50:s

115,202
17B
291

101495
12,242
54,203
2,312

59.656
23,222
13,207

1

(12,242)
54,203
2.312

59,656
23,222
13,207

1

Less: Youngstown Plant (96,727)
(96,727)

s $

27,697
27,897

7,234
161,494
70v145

254,701
e,s4e

7,234
161,494

70,145
254,701

6,549

303600
304510
304500
304800
304620

3310001
339600
340100
340200
340300
340330
340500
341100
343000
344000
345000
346100
346200
345300
347000
380400
393000

Altocated From Corp to Districts (SLM-2)
Land & Land Rights AG
SWat & Imp AG Cap Lease
Struct 5. Imp Offices
Struck s. Imp Misc
Struck & Imp Leasehold
Mains
Other P/E CPS
Office Furniture 8. Equip
Comp a. Periph Equip
Computer Software
Computer Software Other
Other Office Equipment
Trans Equip Lt Duty Trucks
Tool Shop a. Garage Equip
Laboratory Equipment
Power Operated Equipment
Cop mm Equip Nor Telephone
Communication Equip Telephone
Communication Equip Other
Misc Equipment
WW TD Equip Aux Eff Tmt
WW Tool Shop & Garage Equip

26,059
2,009

6B7

26,059
2,009

BB7

2
Rounding 2

Total Plant in Service 243691337
24,457,095

Accumulated Depreciation
Net Plant in Service (L58 » L 59)

10,761,759
s 13,707,568 5 $ $ s

10,751 ,769
13,695,326

$ s $ s 3,743 s18,920
6,593

12v327
2,660,292

3,743

22,663
5,593

15,070
2,660,292

360,708
3801708

(116,472) 13,355
1,777,184129,827

1,824,256 (47,072)

597
77,758

597
77,758

1
2
a
4
5
B
7
a
g
10
11
12
13
14
15
16
17
LB
19
20
21
22
23
24
25
25
27
28
29
30
31
32
33
34
35
36
37
Se
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
S5
66
67
68
69
70
71
72
73
74
75
76
77
7B
kg

LESS:
Contributions in Aid of Construction (GIAC)

Less: Accumulated Amortization
Net clAy (Lea _ L64)

Advances in Aid of Construction (AlAn)
imputed Reg Advances
imputed Reg CIAC
Accumulated Deferred income Tax Credits
Customer Meter Deposits
ADD:
Working Capital Allowance
Accumulated \Deferred Income Tax Debits
Purchase Wastewater Treatment Charges
Material and Supplies inventory
Prepayments
Projected Capital Expenditures
Deferred Debits
Rounding
Original Cost Rate Base

2,057,405
3

s 14,764,087

s (12,242l

l12,242)

s (12,242) $ (116,472) s (47,072) $ (3,743) s

2,057,405
3

14,534,558



J

ARIZONA-AMERICAN WATER COMPANY . sun CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Surrebuttal Schedule GTM-5

RATE BASE ADJUSTMENT # 1 .. COMPREHENSIVE PLANNING STUDY COSTS

[8] [C]
STAFF

AS
ADJUSTED

LINE
NO.
1

ACCT
NO.

389100
Description

WW Oth Pit 8¢ Misc Equip let

[A]
COMPANY

AS
FILED

$ 12,242

STAFF
ADJUSTMENTS
s (12,242) $

References:
Co\umn [A]: Company Schedules
Column (B): Per Testimony GTM
Column (C): Column [A] less Column [B]
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ARIZONA-AMERICAN WATER COMPANY . SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 200B

Surrebuttal Schedule GTM-6

RATE BASE ADJUSTMENT #2 .. WORKING CAPITAL

[A] [Bl ID] [E]

r

LINE
NO, DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

A_DJUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED
LEAD/LAG

DAYS
DOLLAR

DAYS

$ $ 435,912
18,550

$ 5,230,944
384,835

(18,617)
2.746

(4,885)
73,539

(933,155)
3,374,014 147,562,165

(11399)

(82,998)

454.529
15,804
4.885

3,300,475
933,155
141,193
75,595
57,656

145,886
40,868

104,503
61 ,533
94,627

157,456
34,880

513,251
442,923

6,5790019

(2,671)

141,193
64,196
57,656
62,688
40,868

104,503
61,533
94,627

154,785
34,B80

385,071
437,537

5,468.012

12.00
20.75
20.35
43.73
14.77

(13.87)
(2.37)

(83.68)
20.31
93.42
12.47
29.75
30.00

189.67
13.35
30.13

106,25
537.23

(1 v930,292)
(152,042)

(4,824,908)
1.273,186
33818,01 g
1,303,163
1,830,379
2,838,810

29,358,060
465,515

11,602,193
46,488,278

245,248,306

Labor
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Insurance Other Than Group
Customer Accounting
Rents
Miscellaneous
Maintenance Expense
Other Operating Expenses
Taxes Other Than Income-property Taxes
Taxes Other Than Income-Other
Income Taxes
interest
Total Operating Expenses

(128,180)
(5,386)

(1 _111 ,007>

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34

Expense Lag
Revenue Lag
Net Lag
Staff Adjusted Expenses
Staff- Cash Working Capital
Company As Field
Staff Adjustment

Line 20, Cal. (E) / Col [C]
Company Workpapers
Line 22 - 21
Line 20, Col C
Line 25 * Line 25/365 do;
Co Schedule B-5
To GTM-4

44.85
45.74
0.89

5,488,012
13,355

129,827
(116,472)

I
f
l

References:
Column [A]: Company Schedule C-1
Column [B]1 Staff adjustments to expenses, See Testimony GTM
Column [C]: Column [A] + Column [B]
Column [D]1 Expense Lags Used on Docket WS-01303A-06-0403, approved in Decision No. 70372
Column ]E]: Column [C] * Column [D]

i

1

r



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Surrebuttal Schedule GTM- 7

RATE BASE ADJUSTMENT # 3 - ACCUMULATED DEFERRED INCOME TAXES

[A]
COMPANY

AS
FILED

[B] [C]
STAFF

AS
ADJUSTED

STAFF
ADJUSTMENTS

DESCRIPTION

LINE

no.
1
2
3

ADIT .. fo'fal
Allocation Factor
ADIT allocated to this system

8 13,025,093 $
14.01%

1,824,256

(336,093) s
14.01%

(47,072)

12,689,000
14.01%

1,777,183

REFERENCES:
Columns [A], Line 1: Amounts used by Co as basis for allocation
Column [A], [B] & [C], Line 2: Allocation rate to this system
Column [C], Line 1; Allocable amount per audited financial statements times allocation rate
Column [A], [B] & [C], Line 3: Recalculated amounts



ARIZONA-AMERICAN WATER COMPANY .. SUN CITY WASTEWATER
Doeket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Surrebutta\ Schedule GTM .- 8

RATE BASE ADJUSTMENT # 4 .. CIAC ASSOCIATED WITH CWIP

[B]

LINE
NO. DESCRIPTION

[A]
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

[C]
STAFF

AS
ADJUSTED

1 Contributions in Aid of Construction (GIAC) 18,920 3.743 22,663

REFERENCES:
Columns [A]: Company schedules
Column [la]: Column IC] less Column [A]
Column [C]: See testimony GTM



ARIZONA-AMERICAN WATER COMPANY . sun CITY WASTEWATER
Docket No. WS-01303A,_Q9_0343
Test Year Ended December 31, 2008

Surrebutta! Schedule GTM-1 O

OPERATING INCOME STATEMENT TEST YEAR AND STAFF RECOMMENDED

lA] [8] {D] IE]

LINE
no. DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[Cl
STAFF

TEST YEAR
AS

ADJUSTED

STAFF
RECOMMENDED

CHANGES

STAFF
RECOMMENDED

1
2
3
4
5

$ 5.933,970
6.411

$ $ 5,933,970
6,411

$ 1,618,574 $ 7,552,544
6,411

Sewer Revenues
Other Revenues
Other
Total Operating Revenues $ 5,940,381 $ $ 5,940,381 $ 1,618,574 $ 7,558,955

454,529 $ (18,617) 435,912 $ s 435,912

2,746

73,539
(40,478)

<112399)
(9,406)

(50,939) 2,104

Labor
Purchased Water
Fuel 8< Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes-Property Taxes
General Taxes-Other
Income Taxes

(123,927)
(15,545) 12.874

s
$
5
s
$
$
$
$
$
$
s
$
$
$
s
$
$
$
$

15,804
4.885

3,300,475
933,155
141 ,193

75,595
49,583
57,656

145,686
40,868
44,944

104,503
61.533

679,999
157.456
34,880

(310,869) 76,970

18,550
4,885

3,374,014
892,677
141 ,193

64,196
40,277
57,656
94,747
40,B68
44,944

104,503
61 ,533

556,072
141 ,911

34,880
(233,899) 618,970

18,550
4,885

3,374,014
892,677
f 41 ,193
64,196
40,277
57,656
95,851
40,868
44,944

104,503
61 ,533

556,072
154,785

34,880
385,071

r

6
7
8
g
10
11
12
13
14
15
16
17
LB
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

Total Operating Expenses
Operating Income (Loss) $

5,991 ,975
(51 ,594) $

(117,057)
117,057 s

5,874,918
65,463 $

633,948
984,626 $

6,508,866
1,050,089 I

r

E References:
Column (A): Company Schedule C-1
Column (B): Schedule GTM 11
Column (C): Column (A) + Column (B)
Column (D): Schedules GTM 2, Lines 29 and 37
Column (E): Column (C) + Column (D)
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ARIZONA-AMERICAN WATER COMPANY - SUN CITY WASTEWATER
Docket No. WS-01303A-09~0343
Test Year Ended December 31, 2008

Surrebuttal Schedule GTM-12

OPERATING INCOME ADJUSTMENT #1 - FUEL & POWER

LINE
no. DESCRIPTION

[A]
COMPANY
PROPOSED

[C]
STAFF

RECOMMENDED

Actua! Test Year Fuel 8< Power $ 15,804

[B]
STAFF

ADJUSTMENTS

2,746 $ 18,5501

References:
Column (A), Company Schedule C-1
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



AR»ZONA-AMER\CAN WATER COMPANY . SUN CITY WASTEWATER
Docket No. WS-01303A~09-0342

Test Year Ended December 31, 2008

Surrebutta\ Schedule GTM-13

OPERAT\NG INCOME ADJUSTMENT # 2 - CUSTOMER ACCOUNTING (BAD DEBT)

DESCRIPTION
Uncollectible Accounts (Ordinary Activity)
Uncollectible Accounts - MI (Misc Invoices
Total Uncoliectibies

[A]
COMPANY
PROPOSED
$ 85,102
$ (26,673)
$ 58,430

[8]
STAFF

ADJUSTMENTS
$ (77,545)
$ 26,605
$ (50,939)

[C]
STAFF

RECOMMENDED
$ 7,558
$ (68)
s 7,490

Uncollectible Accounts (Ordinary Activity)
A\\ocation Percentage-
Company Proposed Amount, See Attachment 1, Col C

$1,152,299
7.39%

$ 85,102

$Staff Adjusted Test Year Revenue GTM-10
3-year average Bad Debt Exp. Rate, Per Co.
Staff Recommended Bad Debt Exp $

5,940,381
0.13%

7,558

Adjustment for bad debt expense .. ordinary activity $ (77,545)

LINE

M l
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17

Normalization of Uncollectible - Miscellaneous Invoices

$

$
$
$
$

341,820

16,584
(361 ,154-)

(2,750)
(917)

18
19
20
21
22
23
24
25
26

2006
2007
2008
3 year total
3 year average
2008 Test Year Total , Col [C], line 19
Allocation Percentage
Company proposed amount
Adjustment to Normalize Uncoflectible Misc. Invoices
Net Adjusted Uncollectibles. Ordinary activity & Ml

$ (361,154)
7.39%

(26,673) $

7.39%
(68)

(26,605)
(50,939)

References:
Column [A], Company Workpapers
Column [B], line 13; Col. [C], line 11. less Col [A]_ fine 7
Column [8], line 26: Col. [C], line 25, less Col [A]_ line 25

r
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ARiZONA~AMERICAN WATER COMPANY . SUN CITY WASTEWATER
Docket No. WS-D13D3A-09-0343
Test Year Ended December 31, 2008

Surrebuttal Schedule GTM-14

OPERATING INCOME ADJUSTMENT # 3- DEPRECIATION EXPENSE

LINE
NO,

1
DESCRIPTION

Depreciation & Amortization

[A]
COMPANY
PROPOSED

$ 679,999

[B]
STAFF

ADJUSTMENTS
$ (123,9271

[C]
STAFF

RECOMMENDED
$ 558,072

LINE
no .

ACCT,
no. DESCRIPTION

[A]
PLANT

BALANCE

[B]
DEPRECIATION

RATE

[C]
DEPRECIATION

EXPENSE

I

2 B-2, page 3
122,373

5,1 oz
3,565

187,017
465,769

49,003
z,3sa7,e11

16,050,734
1 ,219,748
2,6B0,127

33,470
495,398

453
2,575
1 ,503

115,202
178
291

10,495

4,675
9,315
1,532

49,681
325,830
102,459

54,675
3.347

26,851
g

52
30

2,304
4
e

523

3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

PLAN T IN
351000
352000
353200
354200
354500
355400
360000
361100
362000
363000
364000
371100
380050
380100
380600
380625
380650
382000
389100
389600
390000
391000
393000
396000
397000
398000

SERVICES
WWWOrganization
WW Franchises
WW Land 8< Ld Rights Coll
WW Struck & Imp Coll
WW Struct & Imp Gen
WW Power Gen Equip TDP
WW Collection Sewers Forced
WW Collecting Mains
WW Special Coll Struck .
WW Service Sewer
WW Flow Measuring Devices
WW Pump Equip Elect
WW TD Equip Grit Removal
WW TD Equip Sea Tanks/Acc
WW TD Eauip Oth Disp
WW TD Eauip Gen Tmt
WW TD Equip Influent Lift S
WW Outfall Sewer Lines
WW Oth Pit 81 Misc Equip inf
WW Oth Plt & Misc Equip
WW Office Furniture & Equip
WW Trans Equipment
WWTooi Shop & Garage Equip
WW Communication Equip
ww Misc Equipment
ww Other Tangible Equipment

54,203
2,312

59,555
23,222
13,207

1

0.00%
0.00%
0.00%
2.50%
2.00%
3.33%
2.07%
2.03%
8.40%
2 .04%

10.00%
5.42%
2.00%
2.00%
z.oo%
2.00%
2 .00%
2.00%
4.98%
4.98%
4.59%

20.00%
4.47%

10 .28%
5.10%
0.00%

z.488
462

2,667
2.387

674

Less: Youngstown Plan! (96,727)

B-2 page 4

ZN ,697

000%
000%
0.00%
2.00%

14.28% 3,955

31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50

7.234
161,494
70,145

254,701
6,549

3.30%
4.04%

1D,DD%
25.00%
25.00%

239
6,524
7,015

63,875
1.637

303600
304510
304600
304800
304620

3310001
339600
340100
340200
340300
340330
340500
341100
343000
344000
345000
346100
346200
346300
347000
380400
393000

Allocated From Corp to Districts (SLM-2)
Land s. Land Rights AG
Stnuct & top AG Cap Lease
Struct & Imp Offices
Struck & \mp Misc
Strut & \mp Leasehold
Mains
Other P/E CPS
Office Furniture & Equip
Comp & Perish Equip
Computer Software
computer Software Other
Other Office Equipment
Trans Equip Lt Duty Tracks
Toot Shop & Garage Equip
Laboratory Equipment
Power Operated Equipment
Cop mm Equip Non-Telephone
Communication Equip Telephone
Communication Equip Other
Misc Equipment
WW TD Equip Aux Eff Tmt
WW Tool Shop & Garage Equip

26,059
z_oos

687

8.25%
8.25%
535%

z,1s0
166
37

Rounding
Total Plant in Service

2
24,457,095 2.76% 675,416

351000
353200
355400

Less Non Depreciable Plant
WWWOrganizalion
WW Land & Ld Rights Coll
WW Power Gen Equip TDP

122,373
6.565

49,003

0.00%
0.00%
0D0%

$ 24,279,154 $ 675,416
2.78%

51
52
53
54
55
56
57
5B
59
60
61
62
63
64
65
66
67
68
69
70
71
72

$ 22,663 $
$

Net Depreciable Plant and Depreciation Amounts
Composite Depreciation Rate
Less
Amortization of Regulatory CIAC at Settlement Rate
Amortization of CiAC al Composite Rate
Staff Recommended Depreciation Expense
Company Proposed Depreciation Expense
Staff Adjustment $

118,714
630

556,072
579,999

(123,927)

Col A
Col B
Col C

References:
Schedule GTM-4
Proposed Rates per Staff Engineering Report for Non Allocated Plant
Col tAl times Col 1B1 |



LINE
NO. DESCRIPTION

STAFF
AS ADJUSTED

STAFF
RECOMMENDED

I

ARIZONA-AMERICAN WATER COMPANY .. SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Surrebuttal Schedule GTM-15

OPERATING INCOME ADJUSTMENT # 4 .. PROPERTY TAX EXPENSE

[A] fB1

$ 5,940,381
2

11,880,752
5,940,381

$ 5,940,381
2

11,880,762

17,821,143
3

5,940,381
2

11,880,762
13,454

7,558,955
19,439,717

3
6,479,906

2
12,959,811

13,454

12,973,265
22.0%

2,854,118
5.42%

1
2
3
4
5
6
7
8
9
l o
11
12
13
14
15
16
17
18
19

20
21
22

$
35
$

11,894,216
22.0%

2,618,728
5.42%

141 .911
157,456
(15,545)

r1

Staff Adjusted Test Year Revenues - 2008
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Adjusted Test Year Revenues - 2008
Staff Recommended Revenue
Subtotal (Line 3 + Line 4) or (Line 3 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP - 2008
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)

Property Tax on Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
increase in Property Tax Due to Increase in Revenue Requirement

$
$
$

154,785
141,911
12,874

23
24
25

Increase in Property Tax Due to Increase in Revenue Requirement (Line 22)
Increase in Revenue Requirement
Increase in Property Tax Per Dollar Increase in Revenue (Line 23 / Line 24)

s
$

12,874
1,618,574
0.79540%

REFERENCEd
Line 15; Composite Tax Rate obtained from Arizona Department of Revenue
Line 17; Company Schedule C-1, Line 24
Line 21: Line 19 - Line 20
Line 23: Schedule GTM-1, Line 8

f
E
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ARIZONA-AMERICAN WATER COMPANY .. SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Surrebuttal Schedule GTM-16

OPERATING INCOME ADJUSTMENT # 5 . INCOME TAXES

LINE ACCT
NO. NO, DESCRIPTION

w]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[CI
STAFF

RECOMMENDED

1 Income Taxes $ (310,869) $ 76,970 $ (233,899)

References:
Column (A), Company Schedule C-2
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Surrebutta! Schedule GTM-17

OPERATING INCOME ADJUSTMENT # 6 - REGULATORY EXPENSE

LINE ACCT
n o . NO. DESCRIPTION

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Regulatory Expense

[A]
COMPANY
PROPOSED

$ 49,683 $ (9,406) $ 40,277

References:
Column (A), Company Schedule C-2 , p 16
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)

i

r
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ARIZONA-AMERICAN WATER COMPANY . SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Surrebutta\ Schedule GTM-18

OPERATING INCOME ADJUSTMENT # 7 - ACCEPTING RUCO ADJUSTMENTS

DESCRIPTION
Labor - AlP Adjustment
Labor Stock Comp Adj

Total Labor Adjustment

[A]
COMPANY
PROPOSED

$ 454,529
443,757

[B]
STAFF

ADJUSTMENTS
(10,772)
(7,845)

(18,517)

[C]
STAFF

RECOMMENDED
$ 443,757

435,912

LINE ACCT
NO, n o .

1
2
3
4
5
6
7
8
g

$ $Management Fees - AlP Adjj
Management Fees - Stock Comp Adj
Management Fees - other expenses adj
Management Fees - BD expense
Management Fees - Dues & Donations

Total Management Fees Adjustment
$

933,155
921,005
915,756
902,901
895,296

(12,150)
(5,249)

(12,855)
(7,605)
(2,619)

(40,478)
$

921 ,005
915,756
902,901
895,296
892,677

Pensions $ 75,595 11,399 $ 86,994

References:
Column (A), Company Schedule
Column (B): Testimony GTM
Column (C): Column (A) + Cofumn (B)

J
r

|
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ARIZONA-AMERICAN WATER COMPANY . SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343

Test Year Ended December 31, 2008

Surrebuttal Schedule GTM-19

1

OPERATING INCOME ADJUSTMENT # 8 - GLENDALE WASTE DISPOSAL EXPENSE

LINE ACCT
NO. n o . DESCRIPTION

[A]
COMPANY
PROPOSED

[C]
STAFF

RECOMMENDED

1 Waste Disposal 3300475

[B]
STAFF

ADJUSTMENTS

s 73,539 $ 3,374,014

References:
Column (A), Company Schedule C~2
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER
Docket No. ws-01303A-09-0343
Test Year Ended December 31 , 2008

DIRECT TESTIMONY OF GARY T. MCMURRY

TABLE OF CONTENTS TO SCHEDULES

TITLE

GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-

1 REVENUE REQUIREMENT
2 GROSS REVENUE CONVERSION FACTOR
3 RATE BASE - ORIGINAL COST
4 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS
5 RATE BASE ADJUSTMENT # 1 - NW VALLEY REGIONAL TREATMENT FACILITIY (NWVRTF) ADJ.
6 RATE BASE ADJUSTMENT # 2 - WORKING CAPITAL
7 RATE BASE ADJUSTMENT # 3 - ACCUMULATED DEFERRED INCOME TAXES
8 RATE BASE ADJUSTMENT # 4 - COMPREHENSIVE STUDY PLANNING COST
9 RATE BASE ADJUSTMENT # 5 .. ACCUMULATED DEPRECIATION (NWVRTF)
10 OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED
11 SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR
12 OPERATING INCOME ADJUSTMENT # 1 - NWVRTF OPERATING EXPENSE
13 OPERATING INCOME ADJUSTMENT # 2 - FUEL & POWER EXPENSE
14 OPERATING INCOME ADJUSTMENT # 3 - CUSTOMER ACCOUNTING (BAD DEBT) EXPENSE

14.1 RECONCILIATION OF SCHEDULE C-1, CUSTOMER ACCOUNTING TO SUPPORTING WORK PAPER
15 OPERATING INCOME ADJUSTMENT # 4 - WATER TESTING
16 OPERATING INCOME ADJUSTMENT # 5- DEPRECIATION EXPENSE
17 OPERATING INCOME ADJUSTMENT # 6 - PROPERTY TAX EXPENSE
18 OPERATING INCOME ADJUSTMENT # 7 - INCOME TAXES
19 OPERATING INCOME ADJUSTMENT # 8 - REGULATORY EXPENSE
20 OPERATING INCOME ADJUSTMENT # 9 - ACCEPTING RUCO ADJUSTMENTS



$ 1,455,672 s 4114651672

ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Surrebuttal Schedule GTM-1

REVENUE REQUIREMENT

LINE
no. DESCRIPTION

(A)
COMPANY
ORIGINAL

COST

(B)
COMPANY

FAIR
VALUE

(C)
STAFF

ORIGINAL
COST

(0)
STAFF
FAIR

VALUE

$ 17,821,339 $ 17,821,339 $ 18,097,843 $ 183097,843

$ 618,443 $ 618,443 $ 410,534 $ 410,534

1 Adjusted Rate Base

2 Adjusted Operating Income (Loss)

3 Current Rate of Return (L2 / LI) 3.47% 3.47% 2.27% 2.27%

4 Required Rate of Return 8.53% 8.53% 720% 720%

$ 1,520,150 $ $ 1 ,303,045 $ 1,303.045

35 901,717 $ $ 892,511 $ 892,511

5 Required Operating Income (LE * LI )

6 Operating income Deficiency (L5 - LE)

7 Gross Revenue Conversion Factor 1.8422

1,5201160

901,717

1.6422 1 .6422 1.6422

8 Required Revenue Increase (L7 * Ls) $ 1,480,765 $ 1,480,765

9 $ 5,661,710 $ $ 5,661,710 $ 5,661,710

10 $ 7,142,475 $

5,661,710

7,142,475 $ 7,127,382 $ 7\127,382 I

11 26.15% 26.15% 25,89% 25.89%

12

Adjusted Test Year Revenue

Proposed Annual Revenue (LB + LE)

Required Increase in Revenue (%)

Rate of Return on Common Equity (%) 12.25% 12.25% 10.20% 10.20%

References:
Column [Ali
Column (B):
Column (C):

Company Schedule A~1
Company Schedule A~1
Staff Schedules GTM-2, GTM~3, and GTM-1O

I

I
z

J

r

J



Staff Recommended
Sun City Wes( WW

$
$
$

7,127,382
5,346,506

542,935
S 1,237,942

5,9680%
$
$
$

86,260
1,151,682

391,572
$ 477,832

Test Year
Sun City Westww

$
$
$

5,661 ,71o
5,334,408

542,935
$ (215,634)

5,95BD%
$
$
$

(15,D25)
(200,608)
(68,207
(83,232)$

ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER
Docket No. WS-D1303A-09-0343
Test Year Ended December 31, 2008

Surrebuttal Schedule GTM-2

GROSS REVENUE CONVERSION FACTOR

LINE
NQ_

(A) (B) (C) (D)
DESCRIPTION

|

1
2
3
4
5
B

Calculation of Gross Revenue ConversionFactor
Revenue
Uncollectible Factor (Line 11)
Revenues (L1 - L2)
Combined Federal and State Income Tax and Properly Tax Rate (Line 23)
Subtotal (LE - LE)
Revenue Conversion Factor (LI I Ls)

100.0000%
0,0184%

99.9816%
39.0873%
60.8943%
1.642189

7
B
9

10
11

100.0000%
38,5989%
el .4011%
0.D30D%

Calculation of Unto/lectib/e Factor?
Unity
Combined Federal and State Tax Rate (Line 17)
One Minus Combined Income Tax Rate (LE - LB )
Uncollectible Rate
Uncoflectibfe Factor (LE * L10 ) D.D1B4%

12
13
14
15
16
17

100.0D00%
6.9680%

93.D320%
34.000D%
31.5309%

Calculation of Effective Tax Rate:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxabie Income (L12 - L13)
Applicable Federal Income Tax Rate (Line 44)
Effective FederaI Income Tax Rate (L14 x L15)
Combined FederaI and State Income Tax Rate (L13 +L1B) 38.5989%

100.000D%
3B.5989%
61 .40110/8

0.7954%
0.4884%

LB
19
20
21
22
23

Calculation of Effective Property Tax Factor
Unity
Combined Federal and State Income Tax Rate (L17)
One Minus Combined leone Tax Rate (L18-L19)
Property Tax Factor (GTM-16, L24)
Effective Property Tax Factor (L20*L21)
Combined Federal and State Income Tax and Properly Tax Rate (L17+L22) 39.0873%

24
25
26

$
$

1,303,045
4101534

Required Operating Income (Schedule GTM-1, Line 5)
AdjustedTest Year Operating Income (Loss) (Schedule GTM-10, Line 42)
Required increase in Operating income (L24 - L25) $ 892,511

27
28
29

$
$

477,832
(83,232)

Income Taxes on Recommended Revenue (Col. (F), L52)
Income Taxes on Test Year Revenue (Col, (A), L52)
Required \increase in Revenue to Provide for Income Taxes (L27 -28) $ 561,054

$ 1,465,672
0,0300%

30
31
32

Required Revenue Increase (Schedule GTM-1, Line 8)
Uncolleeiible Rate (Line 10)
Required \rlcrease in Revenue to Provide fur Uncollectible Exp. (L30* L31) $ 440

33
34
35

$
$

146,919
135v251

Property Tax with Recommended Revenue (GTM-15, Col B, L20)
Property Tax on Test Year Revenue (GTM-15, Col A, L17)
Increase in Property Tax Due to \increase in Revenue (L33-L34) s 11 ,ass

36 Total Required Increase in Revenue (L26 + L29 + L32 + L35) $ t,455,872

(A) (B>

37
CB
39
40
41
42
43
44
45

Calculation of Income Tax:
Revenue (Sch GTM~10, Col.(C) L5, GTM-1, Col. (D), LE)
Operating Expenses Excluding income Taxes
Synchronized Interest (L54)
Arizona Taxable income (L37 - L38 .. L39)
Arizona State Income Tax Rate
Arizona Income Tax (L40 x L41)
Federal Taxable income (L40 - L42)
Total Federal income Tax
Combined Federal and State Income Tax (L42 + L44)

45 Effective Tax Rate 34.0000%

47
48
49

Calculation of Inheres! Synchronization:
Rate Base (Schedule GTM-3, Col, (C), Line 17)
Weighted Average Cost of Debi
Synchronized Interest (L47 X L48)

| Sun City West
$ 18,097,843

3.0000%
542,9355



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER
Docket No. WS~01303A-09~0343
Test Year Ended December 31, 2008

Surrebuttal Schedule GTM-3

RATE BASE - ORIGINAL COST

(A)
COMPANY

AS
FILED

(6) (C)
STAFF

AS
ADJUSTED

LINE
no.

STAFF
ADJUSTMENTS

1

2

3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

$ $ $

$

35,931,696
19,183,739
16,747,957 $

1 ,052,065
630,244
421 ,821 $

36,983,761
19,813,983
17,169,778

LESS:

4
5
6

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

$ 5,122
(375)

4,747

$ $ 5,122
(375)

4,747

7 Advances in Aid of Construction (AIAC) 145,453 145,453

8 imputed Reg AIAC

9 imputed Reg CIAC 443,212 443,212 f
J

J

10 Accumulated Deferred Income Tax Credits
Customer Meter Deposits f

ADD:

11 Cash Working Capital

12 Accumulated Deferred Income Tax Debits

229,465 116,225

1,243,135

(113,240)

(32,077) 1,211,058

13 Supplies Inventory 32,436 32,436

14 Prepayments

15 Deferred Debits

52,988 52,988

108,771 108,771

16 Purchase Wastewater Treatment Charges

17

Rounding

Original Cost Rate Base

(1)

$ 17,821,339 $ 276,504

(1)

$ 18,097,843

i

References:
Column (A), Company Schedule B-2
Column (B): Schedule GTM-4
Column (C): Column (A) + Column (B)

r



ARIZONA»AMERlCAN WATER COMPANY _SUN CITY WEST WASTEWATER
Socket No. WS-01303A»09~0343
Test Year Ended December 31, 200s

Surrebuttal Schedule GTM~4

J

SUMMARY OF ORIGINALCOST RATE BASEADJUSTMENTS
NWVRTF

Cost Ailocalion
Working
Capital

Deferred
income Taxes

Comprehensive
StudyCosts

Accumu\a!ed
Depreciation

[C]
USE
NO.

ACCT.
NO. DESCRIPTION

[A]
COMPANY
AS FILED

[8]

ADJ #1 ADJ #2

[D]

ADJ #3

[El

ADJ #4

[El

ADJ #5

[F]
STAFF

ADJUSTED

s 4.078
BB

s 4,078
68

130,873
48,B70
25,840

130,873
48,870
25,840

1
2
3
4
5
6
7
8
9
10
1\
12
13

752,939
13,101 ,343

963,907
2,841 ,009

12,242 765,181
13,101 ,343

963,907
2,641 ,009

PLANT IN SERV/CE:
351000 WWWOrganization
352000 WW Franchises
353200 WW Land & Ld Rights Coll
354200 WW Siruct & Imp Coll
354500 WW Struck & Imp Gen
355300 WW Power Gen Equip SPP
355400 WW Power Gen Equip TDP
360000 WW Collection Sewers Forced
361100 WW Collecting Mains
362000 WW Special Call Struck
363000 WW Service Sewer
364000 WW Flow Measuring Devices
371100 WW Pump Equip Elect 27,805 27,605

7,a15
5,834

110,053
19,530

7,615
5.534

110.053
19,530

380050
380100
380600
380625
380550
382000
3B9100
389600
390000
391000
393000
395000
396000
397000
398000

WW TD Equip Grit Removal
WW TD Equip Sad Tanks/Acc
WW TD Equip Oth Disp
WW TD Equip Gen Tmt
WW TD Equip Influent Lift S
WW Outfall Sewer Lines
WW Oth Plt & Misc Equip ii
WW Oth Pll & Misc Equip
WW Office Furniture & Equip
WW Trans Equipment
WW Tool Shop & Garage Equip
WW Power Operated Equip
WW Communication Equip
WW Misc Equipment
WW Other Tangible Equipment

777
12,621
22,663

777
12,621
22,663

$ $

18,B74 18,874

4,930
110,050
47.801

173,566
4,453

4.930
110,050
4̀ 7,B01

173,566
4,463

Allocated From Corp to Districts (SLM-2)
303600 Land & Land Rights AG
304510 Struck & Imp AG Cap Lease
304600 Struck & imp Offices
304800 Struck & Imp Misc
304620 Strict & Imp Leasehold

3310001 Mains
339600 Other PIE CPS
3401 OO Office Furniture & Equip
340200 Comp & Periph Equip
340300 Computer Software
340330 Computer software Other
340500 Other Office Equipment
341100 Trans Equip Li Duty Trucks
343000 Tool Shop & Garage Equip
344000 Laboratory Equipment
345000 Power Operated Equipment
346100 Comm Equip Non-Telephone
346200 Communication Equip Telephone
346300 Communication Equip Other
347000 Misc Equipment
380400 WW To Equip AUX Eff Tmt
393000 WW Tool Shop & Garage Equip

17,760
1 ,see

468

17,760
1,369

468

North WestValley Treat Plant(NWVRTF) B-2 P g
B87

307,913
14,108

1,871,614
658,418

52
18,113

830
110,095
38,730

939
326,026
14,938

1 .981 ,709
697,148

1 ,086,830
5,407

63,931
318

1,150,761
5,725

74,660
352,131
17,606
3.739

4,392
20,714
1,036

220

79,052
372.845
18,642
3.959

14
15
16
17
18
19
20
21
22
23
24
25
25
27
28
ZN
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
CB
49
50
51
52
53
54
55
56
57
58
59
60
51
62
63
64
65
SG
67
68
69
70
71
72
73
74
75
76
77
78
79
BD
81
RE

352000 WW Franchises
353200 WW Land & Ld Rights Coil
353500 WW Land a. Ld Rights Gen
354200 WW Strict & Imp Coll
354300 WW Struck & Imp SPP
354400 WW Struct & imp TDP
354500 WW Struck & Imp Gen
355200 WW Power Gen Equip Col
355300 WW Power Gen Equip SPP
360000 WW Coltection Sewers Forced
361100 WW Coiiecting Mains
362000 WW Special Coli Strict
363000 WW Service Sewer
364000 WW Ftow Measuring Devices
870000 WW Receiving Waits
371100 WW Pump Equip Elect
371200 WW Pump Equip Other
3B0000 WW TD Equipment
380050 \Alw TD Equip Grit Removal
380100 WW TD Equip Sea Tanks/Acc
380200 WW TD Equip Siege/Efft Rmv
380250 WW TD Equip Sldge Dig Tnk
380300 WW TD Equip Sidle DrylFi\t
880350 WW TD Equip Sec Trmt Fist
380400 WW TD Equip Aux Efii Trml
380500 WW TD Equip Chem Trmt Ptant
380600 WW TD Equip eth Disk
380625 WW TD Equip Gen Trot

275,127
252

1.4s2,178
749,658

3,650,565
35,551
48,658

4,100,858
17,384

873,055
1 ,379

708,938
538,528

16.184
15

84,246
44,098

214,739
2,091
2.862

241,227
1,oza

51 ,356
81

41 ,5B5
31 ,678

291 .311
267

1,516,424
793,756

3,865,304
37,642
51 ,518

4,342,083
18,407

924,411
1,450

74B,523
570,205



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
Docket ND. ws-01303A-09»0843
Test Year Ended December 31, 2008

Surrebutia! Schedule GTM-4

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

NWVRTF
Cost Allocation

Working
Capital

Deferred
Income Taxes

Gomprehensive
Study Costs

Accumulated
Depreciation

IB] IC] [D] [EI [El [Fl
STAFF

ADJUSTED

[A]
COMPANY
AS FILED ADJ #1 ADJ #2 ADJ #3 ADJ #4 ADJ #5LINE

NO,
ACCT.
NO DESCRIPTION

48,971
11,159
79,832
13,168

2.881
656

4.696
775

51,852
11,815
84.52B
13,943

3B0650
381000
382000
389100
389600
390000
390200
390300
391000
392000
393000
394000
395000
398000
397000
398000

114,284
13,704
42,823

162,883
7.663

84,476
67,116
8.809

151,095
47,591

6.723
806

2.519
9.580

451
4,969
3.94a

518
8.888
2,799

121,007
14,510
45,342

172,443
8,114

89,445
11 ,064
9,327

159,983
50,390

WW TD Equip Influent Lift S
WW Plant Sewers
WW Outfall Sewer Lines
WW Oth Plt 8< Misc Equip ll
WW Oth Plt & Misc Equip
WW Office Furniture & Equip
WW Computer & Perphials
WW Computer Software
WW Trans Equip
WW Stores Equip
WW Tool Shop & Garage Equip
WW Laboratory Equipment
WW Power Operated Equipment
WW Comm Equip
WW Misc Equip
WW Other Tangible Plant
Rounding (4)

(4)

35,931 ,696 1 ,039_823 12,242 36,983,761
Total Plant in Service

Accumulated Depreciation
Net Plant in Service (L58 - L 59)

19,183,739
$ 16,747,957 s 1,039,823 s $ $ 12,242 $

630,244
(630,244) $

19,813,983
17,169,777

s
$

5.122
(375)

4,747
145.453

$ $ $ $ $ $ 5,122
(375l

4,747
145,453

83
84
85
86
BE
88
89
90
91
92
93
94
95
96
97
CB
99
100
101
102
103
104

105
106
107
108
109
110
111
112
113
114

LESS:
Contributions in Aid of Construction (CIAO)

Less: Accumulated Amortization
Net CIAC (L63 - L64)

Advances in Aid of Construction (AIAC)
Imputed Reg Advances
imputed Reg CIAC
Deferred Income Tax Credits
Customer Meter Deposits

443,212
443,212

(113,240)
116,225

1,211,058229,465
1243.135 (32,077)

32.436
52,988

32,436
52,988

115
116
117
118
119
120
121
122
123
124

ADD:
Working Capita( Allowance
Deferred Income Tax Debits
Purchase Wastewater Treatment Charges
Material and Supplies inventory
Prepayments
Projected Capital Expenditures
Deferred Debits
Rounding
Original Cost Rate Base

108,771
(1)

$ 17,821,339 $ 1,039,823 .3 (113,240) $ (32,077) $ 12,242 $ (630,244) $

108,771

(1)
18,097,842
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SUN CITY WEST WASTEWATERARIZONA-AMERICAN WATER COMPANY .
Docket No. WS-G1303A-09-0343
Test Year Ended December 31, 2008

Surrebuttal Schedule GTM-5

RATE BASE ADJUSTMENT # 1 .. NW VALLEY REGIONAL TREATMENT FACILITY (NWVRTF) ADJ.

{8]

LINE
NO.

ACCT
NO. Description

[A]
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

[Cl
STAFF

AS
ADJUSTED

887
307,913
14,108

1,871 ,614
558,418

52
18,113

830
110,095
38,730

939
326,026
14,938

1.981 ,709
597,148

1,086,830
5,407

53,931
51B

1,150,761
5.725

74,660
352,131
17,606
3,739

4.392
20,714
1,035

220

79,052
372,B45
1B_642
3,959

275,127
252

1432, 178
749,558

3,650,555
35,551
48,656

4,100,858
17,384

873,055
1,379

706,938
535,528
45,971
11 , 159
79,832
13,168

16,184
15

84,246
44,098

214,739
2.091
2.852

241,227
1,023

51 ,355
BI

41.585
31,678
2.8a1

655
4.596

775

291,311
267

1,516,424
793,756

3,865,304
37,642
51,518

4,342,083
18,407

924,411
1,4eo

748,523
570,206
51,852
11,815
84,528
13,943

352000
353200
353500
354200
354300
354400
354500
355200
355300
360000
3G1100
352000
263000
364000
370000
374100
371200
380000
380050
3B0100
380200
380250
3B0300
380350
380400
380500
380600
380625
380650
381000
382000
389100
389600
390000
390200
390300
391000
392000
393000
394000
395000
395000
397000
398000

WW Franchises
WW Land & Ld Rights Coll
WW Land 8- Ld Rights Gen
WW Struck & \mp Coll
WW Strict s. Imp SPP
WW Struck & Imp TDP
WW Struck & Imp Gen
WW Power Gen Equip Col
WW Power Gen Equip SPP
WW Collection Sewers Forced
WW Collecting Mains
WW Special Coll Struck
WW Service Sewer
WW Flow Measuring Devices
WW Receiving Wells
WW Pump Equip Elect
WW Pump Equip Other
WW TD Equipment
WW TD Equip Grit Removal
WW TD Equip Sad Tanks/Acc
WW TD Equip Sludge/Effl Rmv
WW TD Equip Sldge Dig Tnk
WW TD Equip Sldge Dry/Fitt
WW TD Equip Sec Trmt Fist
WW TD Equip Aux Effl Trmt
WW TD Equip Chem Tort Plant
WW TD Equip Oth Disk
WW TD Equip Gen Trmt
WW TD Equip Influent Lift S
WW Plant Sewers
WW Outfall Sewer Lines
WW Oth Plt & Misc Equip let
WW Oth Plt & Misc Equip
WW Office Furniture & Equip
WW Computer & Perphials
WW Computer SoMbre
WW Trans Equip
VV\N Stores Equip
WW Tool Shop & Garage Equip
WW Laboratory Equipment
WW Power Operated Equipment
WW Comm Equip
VV\N Misc Equip
WW Other Tangible Plant

114.284
13,704
42,823

162,863
7,653

84,476
67,116
8,ao9

151,095
47,591

6,723
805

2,519
9.580

451
4,969
a,948

518
8.888
2,799

121,007
14,510
45,342

172,443
8.114

89,445
71,054
9,327

159,983
50,390

17,678,994 1,039,823 1B,716,817

Cost Allocation Percentage
Sun City Wes!
Anthem Agua Fria

Old
68%
32%

New
72%
28%

References:
Co\umn [A]:
Column (B):
Column (C):

Amounts included in plant balances per filing,
Per Testimony GTM
Column [A] less Column [B]

J
J



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
Docket No.WS-01 sosA-0941343
Test Year Ended December 31, 2008

Surrebuttal Schedule GTM-e

I

r

RATE BASE ADJUSTMENT # z . WORKING CAPITAL

[A] [B] [D] [E]

LINE
NO, DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED
LEADILAG
FACTGR

DOLLAR
DAYS

$ (3,492)
1,878

255,325
(401 ,682)

763,267
9,034

650,837

9,159,206
474,465

15,088,410

103,272 2,058,438
(789,504)

54
9,546

$
$
$
$
$
$
$
$
$
$
s
$
$
s

768,759
7, 158

385,512
401 ,682
103,272
789,604
267,054
150,285
4B,786

123.968
38,079

243,174
138,620
93,744

(56,772)
883

17,501
5,143

267,118
159,931

48.786
67,196
38,962

260,675
144,763

93,744

12.00
52.52
23.1 B
17.28
19.93
14.77

(13.62)
(2.37)

(83.68)
20.31
72.11

9.91
26.14
30.00

$
$
$
$
$
5
$
$
$
$
$
$
$
$

(3,636,919)
(378,781)

(4,082,627)
1,364,750
2,809,574
2,582,607
3,783,488
2,812,320

$
$
$

135,172
58,909
52,682

534,640
4,339,108

11,747 148,919
5B,909

477,832
542,935

3,834,179

187,98
13.35
30.13

106.25
536.2

$
$
$

27,618,449
786,211

14,397,066
57,686,874

132,523,543

Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Insurance Other Than Group
Customer Accounting
Rents
Miscellaneous
Maintenance Expense
Other Opeating Expenses

Taxes
Taxes Other Than income»property Taxes
Taxes Other Than lncomeother
Income Taxes
interest Sync
Total Operating Expenses

425,150
8,295

(504,929)

1
z
3
4
5
6
7
8
9 .

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

Expense Lag
Revenue Lag
Net Lag
Staff Adjusted Expenses
Staff Cash Working Capital
Company As Filed
Staff Adjustment

Line 20, Col. (E)/Col [C]
Company Workpapers
Line 24 .. 23
Line to, Col C
Line 25 * Line 26/365 Dal
Co Schedule B-5
To GTM-4

3456
45.63

11.06
3,834,179

116,225
229,465

(113,240)

References;
Column [A]: Company Schedule C-1
Column [B]: staff adjustments to expenses, See Testimony GTM
Column [C]: Column [A] + Column [B]
Column [D]: Expense Lags Used on Docket WS-013D3A-06-0403, approved in Decision No. 70372
Column [E]: Column [C] * Column [D]



ARIZONA-AMERICAN WATER COMPANY , SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Surrebutta\ Schedule GTM- 7

f

RATE BASE ADJUSTMENT #3 -ACCUMULATED DEFERRED INCOME TAXES

[Bl [C]
STAFF

AS
ADJUSTED

[A]
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

DESCRIPTION
LINE
NO.

1
2
3

ADIT - total
Allocation Factor
ADIT allocated to this system

33 13,025,093 $
9.54%

1,243,135

(336,093) $
9.54%

(32,077)

12,689,000
9.54%

1,211,058

REFERENCES:
Columns [A], Line 1: Amounts used by Co as basis for allocation
Column [A] [B] & [C], Line 2: Allocation rate to this system

Column [A [B] & [C], Line 3:
Column [C] Line 1: Allocable amount per audited Financial statements times allocation rate

Recalculated amounts

I

f

J

I

r

r



f

ARIZONA-AMERICAN WATER COMPANY .. SUN CITy WEST WASTEWATER
Docket No. WS-01303A~09-0343
Test Year Ended December 31, 2008

Surrebuttal Schedule GTM - 8

RATE BASE ADJUSTMENT #4 - COMPREHENSIVE STUDY PLANNING COST

[B]

LINE
NO,

1
DESCRIPTION

WW Collection Sewers Forced 360000 35

[A]
COMPANY

AS
FILED

752,939

STAFF
ADJUSTMENTS

$ 12,242

[C]
STAFF

AS
ADJUSTED

$ 765.181

I



y

J

r
s

ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
Docket No. ws-01303A-08-0343
Test Year Ended December 31, 2008

Surrebuttai Schedule GTM - Q

RATE BASE ADJUSTMENT as s . ACCUMULATED DEPRECIATION (NWVRTF)

IB)

LINE

' Q
1 $

STAFF
ADJU STMENTS
$

DESCRIPTION
Accumulated Depreciation
Acc um Depreciaiton . NWVRTF
Total Accumulated Depreciation $

{A]
COMPANY

AS
FILED
8,469,585

10,714,154
19,183,739 $

630,244
630,244

[C]
STAFF

AS
ADJUSTED

$ 8,469,585
11.344,398

$ 19.813,983

,

a

J

rr



ARIZONA-AMERICAN WATER COMPANY . SUN CITy WEST WASTEWATER
Docket no. WS-01303A-09-0343
Test Year Ended December 31, 2008

Surrebuttal S<:hedu\e GTM-10

OPERATING INCOME STATEMENT . TEST YEAR AND STAFF RECOMMENDED

[A] [Bl [D] [E]

J

I

LINE
NO, DESCR\PTlON

COMPANY
TEST YEAR
AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED

STAFF
RECOMMENDED

CHANGES
STAFF

RECOMMENDED

1
2
3
4
5

$ 5.66D,389
1,321

$ $ 5,660,389
1.321

$ 1,465,672 $ 7,126,061
1,321

Sewer Revenues
Other Revenues
Other
Total Operating Revenues $ 5,661,710 $ $ 5,561,710 $ 1,465,872 $ 7,127,382

$ (3,492)
1,878

265,325
74,553

$ $

(28,198)
54

9.646
(9,406)

440

Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes-Property Taxes
General Taxes-Other
income Taxes

s
$
s
$
$
$
$
s
$
$
s
$
$
$
$
s
5
$
$

(55,675)
883
393

17,501
6,143

64,131
89 11,658

763,267
9.034

650,837
476,235
103,272
761,406
257,118
159,931
34,388
48,786
68,732
38,962
50,343

260,675
144,763

1,302,930
146,91 g

58,909
477,832

I

766,759
7,156

385,512
401,682
103,272
789,604
267,064
150,285

43,794
4B,7B6

123,968
38,079
49,950

243,174
138,620

1,238,799
135,172

58,909
52,682 (135,914)

763,267
9,034

650,837
476,235
103,272
761,406
267,11 s
159,931

34,388
48,786
68,293
38,962
50,343

260,675
144,763

1,302,930
135.261

58,909
(83,232) 561,064

6
7
B
g
10
11
12
13
14
15
18
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

r

Total Operating Expenses
Operating Income (Loss) 35

5,043,267
B18,443 $

207,909
(207,909) $

5,251,176
410,534 $

573,161
892,511 $

5,824,338
1,303,044

References:
Column (A): Company Schedule C-1
Column (B): Schedule GTM 11
Column (C): Column (A) + Column (B)
Column (D): Schedules GTM 2, Lines 29 and 37
Column (E): Column (C) + Column (D)

|'
E

i

i
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AR\ZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Surrebutta! Schedule GTM-12

OPERATING INCOME ADJUSTMENT # 1 - NVWRTFOPERATING EXPENSE

[D]
I LINE

n o.

[A]
COMPANY
PROPOSED

[B]
STAFI:

ADJUSTMENTS

[C]
STAFF

RECOMMENDEDDESCRIPTION

1 Operating expenses $ 1,232,282 $ 233,354 $ 1,465,635 Difference

$ $

Difference
$

Total Costs
of NWVRTF
$ 439,680

45,939
373,211
414,181

Company
Proposed

68%

298,982
31 ,919

253,783
281 ,643

Staff
Recommended

72%

316,570
33,796

371,593
356,196

(C)

17,587
1.878

117,810
74,553

151,361
1,351

102,925
919

108,980
973

6,054
54

883
393

8,000
6,143

Labor
Purchased Water
Fuel & Power (a)
Chemicals (a)
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes~Property Taxes
General Taxes-Other
Income Taxes

22,082
9,819

199,988
153,567

1,176,113
186,526

15,016
6,677

135,992
104,426
(b)
(b)

15,899
7,070

143,991
110,568

(b)
(b)

(b)
(b)

J

$ 3,174,818 s 1,232,282 $ 1 ,465,635 $ 233,354

2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

30
31

(a) Variable cost allocation: Anthem Aqua Fria (14%) and Sun City West (86%)
(b) Depreciation and Property Taxes Separately Reviewed

( c) Staff recommended for NWVRTF based on revised APS annualization: ($432,085
Current Future

Capacity Growth

14% 28%
86% 72%

14%)

Cost Allocation

Anthem Agua Fria
Sun City West

1

r

1



ARIZONA-AMERICAN WATER COMPANY .. SUN CITY WEST WASTEWATER

Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Surrebuttai Schedule GTM-13

OPERATING INCOME ADJUSTMENT # z , FUEL & POWER EXPENSE

I
J LINE ACCT

no. no.

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDEDDESCRIPTION

Fuel & Power - All Other $ 12,301 147,515 $ 159,816

$
$

385,512
373,211

Total Company Proposed Fuel and Power
Less: Company Proposed Fuel and Power - NWVRTF
Company Proposed Fuel and Power - All Other . $ 12,301

s 531,409
$ 432,085

86%

2
3
4
5
6
7
8
9
10
11

$ 371,593

Total Staff Recommended
Total staff NWWRTF
Staff NWVRTF Allocation Factor
Less: Staff Recommended for NWVRTF
Staff Recommended for All Other
Staff Adjustment - Fuel and Power - All Other

$
$

159,816
147,515

f

J

I

J

J

I

I

1

J
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ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER

Docket No. WS-01303A-09-0343
Test Year Ended December31, 2008

Surrebuttal Schedule GTM-14

OPERATING INCOME ADJUSTMENT # 3 - CUSTOMER ACCOUNTING (BAD DEBT) EXPENSE

DESCRIPTION
Uncollectible Accounts (Ordinary Activity)
Uncollectible Accounts - Ml (Misc \invoices
Total Uncollectibles

[A]
COMPANY
PROPOSED
$ 83-328
$ (26,117)
$ 57,211

[B]
STAFF

ADJUSTMENTS
$ (81726>
$ 26,050
$ (55,675)

[C]
STAFF

RECOMMENDED
$ 1,602
$ (66)
$ 1,538

Uncollectible Accounts (ordinary activity)
Allocation Percentage-
Company proposed amount

$ 1,152,299
7.23%

$ 83,328

Staff Adjusted Test Year Revenue GTM-10
3 year average Bad Debt Exp. Rate, Per Co.
Staff Recommended Bad Debt Expense

$

$

5,661 ,710
0.03%

1.602

Adjustment for Bad Debt Expense $ (81 ,726)

Normalization of Uncollectible Accounts- Miscellaneous Invoices

$

$
$
$
$

341,820

16,584
(361 ,154)

(2,750)
(917)

LINE
NO.

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17

18
19
20
21
22
23
24
25
26

$ (361,154)
7.23%

(26,117) $
7.23%

(66)

2006
2007
2008
3 year total
3 year average
2008 Test Year Total. Col [C], line 19
Allocation Percentage
Company proposed amount
Adjustment for uncollectible - Ml
Net Adjustment uncollectible, Ordinary activity & Ml $

(26,050)
(55,675)
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ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER

Docket No. WS-01303A~09-0343
Test Year Ended December 31, 2008

OPERATING INCOME ADJUSTMENT # 4 - WATER TESTING

LINE ACCT
NO. NO.

1

DESCRIPTION

Miscellaneous

[A]
COMPANY
PROPOSED

$

[B]
STAFF

ADJUSTMENTS

$

Surrebutial Schedule GTM-15

9,501

IC]
STAFF

RECOMMENDED

References:
Column (A). Company Schedule C-2 p. 26
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)

!

i

i
i



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Surrebuttal Schedule GTM-16

OPERATING INCOME ADJUSTMENT # 5- DEPRECIATION EXPENSE

LINE
NO, DESCRIPTION

[A]
CQMPANY
PROPOSED

[8]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Depreciation & Amortization $ 1,238,799 $ 64,131 $ 1,302,930

LINE
no.

ACCT.
no. DESCR1PT» ON

[A]
PLANT

BALANCE

[B]
DEPRECIATION

RATE

[C]
DEPRECIATION

EXPENSE

B-2 page 2
4,078

68

130,873
48,870
25,840

6,544
816
860

785,181
13,101,343

953,907
2,641,009

15,839
267,267
80,968
53,877

27,605 2,761
1

7,e15
5,634

118,053
19,530

381
282

5,503
977

PLANT /N
351000
352000
353200
354200
354500
355300
355400
360000
361100
362000
363000
364000
371100
3B0050
380100
380600
380625
380650
382000
389100
389600
390000
391000
393000
395000
396000
397000
398000

SERVICES
WWWOrganization
WW Franchises
WW Land 8- Ld Rights Coll
WW Struct & Imp Col!
WW Struck & Imp Gen
WW Power Gen Equip SPP
WW Power Gen Equip TDP
WW Collection Sewers Forced
WW Collecting Mains
WW Special Coll Struck
WW service Sewer
WW Flow Measuring Devices
WW Pump Equip Elect
WW TD Equip Grit Removal
WW TD Equip Sea Tanks/Acc
WW TD Equip Oth Disk
WW TD Eauip Gen Tmt
WW TD Equip influent Lift S
WW outfall Sewer Lines
WW Oth Plt & Misc Equip inf
\NW Oth Pll & Misc Equip
WW Office Furniture & Equip
WW Trans Equipment
WW Tool Shop & Garage Equip
WW Power Operated Equip
WW Communication Equip
WW Misc Equipment
WW Other Tangible Equipment

777
12,621
22,663

0.00%
0.00%
0.00%
5.00%
1.87%
3.33%
0.00%
2.07%
2.04%
8.40%
2.04%

10.00%
10.00%

5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
4.98%
4.98%
4.59%

20.00%
4.47%
5.02%

10.30%
5.10%
0.00%

39
1,300
1,156

Allocated From Corp to Districts (SLM-2) B-2 page 6
0.00%
0.00%

18v874 14.28% 2,695

I

4,930
110,050

47\801
173,566

4,463

3.30%
4.04%

10.00%
25.00%
25.00%

163
4,446
4,780

43,392
1,116

303500
304510
304600
304800
304620

3310001
339600
340100
340200
340300
340330
340500
341100
343000
344000
345000
346100
346200
346300
347000
380400
393000

Land 8< Land Rights AG
Struck & imp AG Cap Lease
Struck & Imp Offices
Struct & Imp Misc:
Struck & Imp Leasehoid
Mains
Other P/E CPS
Office Furniture & Equip
Comp & Periph Equip
Computer Software
Computer Software Other
Other Office Equipment
Trans Equip Lt Duty Trucks
Tool Shop & Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Communication Equip Telephone
Communication Equip Other
Misc Equipment
WW TD Equip Aux Eff Tmt
WW Toot Shop & Garage Equip

17,760
1 .369

468

8.25%
8.25%
5.35%

1,465
113

25

North West Valley Treat Plant (NWVRTF) B-2 p 9

2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
55
57
58
5g
50
61
62

352000
353200
353500
354200
354300
354400

WW Franchises
WW Land & Ld Rights Coll
WW Land 8. Ld Rights Gen
vow Struct & Imp Coll
WW Struck & Imp SPP
WW Struck & Imp TDP
"nm r~l-..4 9 lm Cora

B-2 page 9
939

326,026
14,938

1,981 ,709
697,148

0.00° />
0,00° />
0.00%
5.00%
5.00%
0.00%
1.67%

99,085
34,857

1,150,761 19,218

f

i



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 200a

Surrebuttal Schedule GTM-16

5,725 191

79,052
372,845

18,542
3,959

1,613
31,319

380
396

29,131
14

75,821
39,688

193,265
1.882
2,576

217,104
920

291 ,311
267

1,516,424
793,756

3,865,304
37,642
51 ,518

4,342,083
18,407

924,411
1,460

748,523
570,206
51 ,852
11 ,s15
84,528
13,943

73
37,426
28,510

2,593
591

4.226
694

5,554
3,628

11,335
34,489

317

355200
355300
360000
361100
352000
363000
364000
370000
371100
371200
380000
380050
380100
380200
380250
380300
380350
380400
380500
380600
380625
380650
381000
382000
389100
389600
390000
390200
390300
391000
392000
393000
394000
395000
396000
397000
398000

WW Power Gen Equip Col
WW Power Gen Equip SPP
WW Collection Sewers Forced
WW COllecting Mains
WW Special Coll Struck
WW Service Sewer
WW Flow Measuring Devices
WW Receiving Wells
WW Pump Equip Elect
WW Pump Equip Other
WW TD Equipment
WW TD Equip Grit Removal
WW TD Equip Sed Tanks/Acc
WW TD Equip Sludge/Effl Rmv
ww TD Equip Sldge Dig Tnk
WW. TD Equip Sldge Dry/Fitt
WW TD Equip Sec Trmt Fits
WW TD Equip Aux Efll Trmt
WW TD Equip Chem Trmt Plant
WW TD Equip Oth Disp
WW TD Equip Gen Trot
WW TD Equip Influent Lift S
WW Plant Sewers
WW Outfall Sewer Lines
WW Oth Plt & Misc Equip inf
WW Oth Plt & Misc Equip
ww Office Furniture & Equip
\MN Computer & Perphials
WW Computer Software
WW Trans Equip
WW Stores Equip
WW Tool Shop & Garage Equip
WW Laboratory Equipment
WW Power Operated Equipment
WW Comm Equip
WW Misc Equip
WW Other Tangible Plant
Rounding

121,007
14,510
45,342

172,443
8,114

89,445
71,064
9,327

159,983
50,390

3.33%
3.33%
2.07%
2.04%
8.40%
2.04%

10.00%
3.33%

10.00%
5.42%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
0.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
4.98%
0.00%
4.59%

25.00%
25.00%
20.00%
3.91%
0.00%

10.00%
5.02%

10.30%
5.10%
0.00%

7,106
468

16,478
2,570

(4)

Total Plant in Service 36,983,751 3.79% 1,400,284
J

64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85
86
87
88
BE
90
91
92
93
94
95
QB
97
98
99

100
101
102
103
104
105
105
107
108
109
110

351000
353200
355300
352000
353200
353500

4,078 0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

Less Non Depreciable Plant
WwWOrganization
WW Land & Ld Rights Coll
WW Power Gen .Equip SPP
WW Franchises
WW Land 8. Ld Rights Coll
WW Land & Ld Rights Gen

25,840
939

326,026
14,938

$ 36,611,940 $ 1 ,400,284
3.82%

111
112
113
114
115
116
117
118
119

$ 5,122 $
$

Net Depreciable Plant and Depreciation Amounts
Composite Depreciation Rate
Less
Amortization of Regulatory C\AC at Settlement Rate
Amortization of CIAC at Composite Rate
Staff Recommended Depreciation Expense
Company Proposed Depreciation Expense
Staff Adjustment $

97,158
196

1,302,930
1 ,238,799

64,131

Col A
Col B
Col C

References:
Schedule GTM-4
Proposed Rates per Staff Engineering Report for Non Allocated Plant
Col [A1 times Col tBs |

i



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Surrebuttai Schedule GTM-17

OPERATING INCOME ADJUSTMENT # 6 - PROPERTY TAX EXPENSE

LINE
NO. DESCRIPTION

[A]
STAFF

AS ADJUSTED

[B]
STAFF

RECOMMENDED

$ 5,661,710
2

11,323,420
5,661,710

$ 5,661,710
2

11,323,420

15,985,730
3

5,661,710
2

11,323,420
13,454

7,127,382
18,450,802

3
6,150.267

2
12,300,535

13,454

11,336,874
22,0'/0

2,494,112
5.42%

135,261
135,172

89

12,313,989
22.0%

2,709,078
5.42%

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19

20
21
22

s
$
$

Staff Adjusted Test Year Revenues - 2008
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Adjusted Test Year Revenues - 2008
Staff Recommended Revenue
Subtotal (Line 3 + Line 4) or (Line 3 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP - 2008
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)

Property Tax on Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
increase in Property Tax Due to Increase in Revenue Requirement

$
$
$

146,919
135,261
11,658

23
24
25

Increase in Property Tax Due to Increase in Revenue Requirement (Line 22)
Increase in Revenue Requirement
Increase in Property Tax Per Dollar Increase in Revenue (Line 23 / Line 24)

$
$

11 ,ass
1,465,672
0.79540%

REFERENCES:
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1, Line 24
Line 21: Line 19 - Line 20
Line 23: Schedule GTM-1, Line 8

,



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER

Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Surrebuttal Schedule GTM-18

OPERATING INCOME ADJUSTMENT # 7 . INCOME TAXES

LINE ACCT
NO. n o . DESCRIPTION

Vu
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 income Taxes $ 52,582 $ (135,914) $ (83,232)

References:
Column (A), Company Schedule C-2
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)

I

J



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343

Test Year Ended December 31, 2008

Surrebuttal Schedule GTM-19

OPERATING INCOME ADJUSTMENT # 8 - REGULATORY EXPENSE

LINE ACCT
no. no.

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

1

DESCRIPTION

Regulatory Expense $ 43,794 $ (9,406)

[C]
STAFF

RECOMMENDED

$ 34,388

References:
Column (A), Company Schedule C-2, p. 16
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARiZONA~AMERICAN WATER COMPANY
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

.. SUN CITY WEST WASTEWATER Surrebutta! Schedule.G%TM~2D

OPERATING INCOME ADJUSTMENT # 9 u ACCEPTING RUCO ADJUSTMENTS

DESCRIPTION
Labor - AlP Adjustment
Labor Stock Comp Adj

Total Labor Adjustment

[A]
COMPANY
PROPOSED

$ 766,759
752,318

[B]
STAFF

ADJUSTMENTS
(14,441 )

66,638>
(21 ,079)

[C]
STAFF

RECOMMENDED
$ 752,318

745,680

LINE ACCT
n o . NO.

1
2
3
4
5
6
7
8
9

$ $Management Fees - AlP Adjj
Management Fees - Stock Comp Adj
Management Fees - other expenses adj
Management Fees - BD expense
Management Fees - Dues gt Donations
Total Mgmt Fees Adjustment

$

789,604
779,323
774,881
764,003
757,568

(10,281)
(4,442)

(10,878)
(6,435)
(2,216)

(34,252)
$

779,323
774,881
764,003
757,568
755,352

Pensions $ 150,285 9,646 $ 159,931

References:
Column (A), Company Schedule
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)


